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A Banker's Diary 


THE stock markets’ reaction to the proposed dividend freeze has belied the 
first expectations. It certainly does not measure, as the opening articles in 
this issue of THE BANKER show, the grav ity of the implica- 

Markets _ tions if this plan can be passed into law. Immediately after 

and the Mr. Gaitskell’s announcement, prices of almost all British 

Freeze equities were naturally sharply marked down in anticipation 
of a flood of selling; it was this phase of paralyzing uncer- 
tainty and of destruction of capital values that was hailed by Dr. Dalton as 
‘sood fun ’’—in a characteristically irresponsible speech that drew a com- 
mendably prompt retort from the chairman of the Stock Exchange. But the 
hyena’s day was soon done, for the flood of selling never came. Within a 
fortnight, equity values had been restored, and by api 23 the Financial 
Times’ index of industrial ordinary shares stood at 132.3, compare ‘d with 132.9 
on the eve of Mr. Gaitskell’s statement, 127.1 at its “ht ‘st point thereafter, and 
a peak of 135.8 at the end of June. The equities of some companies that are 
believed to hold out good prospects of increased earnings still yield less than 
4} per cent. on the basis of their last dividend and some times even less than 33 
per cent. on the basis of the “ standard dividend ” that would apparently be 
allowed to them under the proposed legislation—a clear indication that some 
investors at least, with an eye on the latest Gallup polls, do not believe that 
he freeze will come into effect. 

A more potent influence, however, has been a recognition that the Govern- 
ment has now in effect confessed its impotence to restrain inflation—so that 
even dividend-limited equities are regarded as preferable to holdings of fixed 
interest securities or cash. It is not easy, however, to judge the markets from 
their recent behaviour. The short-lived movements immediately after July 26 
were very erratic. There was, first, a rush to mark down those equities that 
seemed to be most arbitrarily affected by the proposal to roll back dividends 
to the average of their last two payments, accompanied by a search for and 
mark-up of those that—because of overseas registration or — their 
expected dividend disbursements were less than £10,000 a year or 5 per cent. 
of issued capital—seemed likely to escape from the. legislative e a iw. This 
search for foreigners and for weaker home equities was not helped by the 
necessarily vague terms in which the White Paper was drawn up, and it is 
too often overlooked that a freeze—though it would make the dividend prospect 
for stronger companies bleaker—would not make the earnings prospect for 
weaker companies brighter. A second illogical feature of the early ‘‘ post- 
Gaitskell ’’ dealings was a tendency to mark-up both commodity shares and 
gold-mining shares—mark-ups that could not possibly both be right at one 
and the same time. A third feature was an early tendency to firmness in gilt- 
edged. This tendency has not been followed through, partly because of the 
threat of continued inflation and partly because of impending new trustee 
issues; it will be surprising, however, if insurance companies and other institu- 
tional investors do not now divert most of their currently accruing funds away 
from the equity markets. The really certain consequence of the proposed 
freeze is that it slams the door on new issues of risk capital and, especially, on 
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the growth of new companies; under the terms of the White Paper, the latter 
would be restricted to offering a yield of only 7 per cent. on their equities—a 
pitifully inadequate return for genuinely pioneering risk-bearing. 


THE leading article in this issue of THE BANKER points out how Mr. Gaitskell 
has recanted from the sound economic principles on which his budget was 
based. The real tragedy of that recantation lies in the fact 
Subsidizing that it comes at a moment when his original policy at last 
Spending seemed to be making itself felt. As has been repeatedly 
emphasized in THE BANKER, the mainspring of official econo- 
mic planning last March lay in the assumption that personally disposable 
incomes would rise by £747 millions in 1951, but that personal consumption 
would have to fall by £59 millions at 1950 prices (that is, by the not very 
painful proportion of | | per cent.) if the rearmament programme was to be 
fulfilled and external A saben maintained. The authors of the Economic 
Survey estimated, however, that an expected increase in prices of about 74 
per cent. would bridge £684 millions of this apparent inflationary gap of £797 
millions, and they le ft it to the budget to bridge the rest. 

In the first three months of this year personal expenditure rose by £197 
millions, from £2,079 millions in the first quarter of 1950 to £2,276 millions in 
the first quarter of 1951. The Central Statistical Office has estimated that 
these figures, revalued at constant (1948) prices, would show {£2,002 millions 
for consumption in the first quarter of 1950 and £2,111 millions in the first 
quarter of 1951; it seems, therefore, that the volume of consumption rose by 
about 54 per cent., but that prices rose by only about 4 per cent. over this 


PERCENTAGE CHANGES IN CONSUMPTION 


(1951 compared with 1950) 


RETAIL SALES TotTaL CONSUMPTION 
Due to 

Total Apparel Food Total Due to Price 

Sales Volume Changes 
January .. a + II 17 8 ) 
February .. - + 16 31 ts) > + 94 + 5} + 4 
March aa = + 45 25 10 J 
April “ on + 14 25 3 ~ — _ 
May a ea + 6 + 6 + 7 — - — 
June a ia + 13 18 II 


period. Detailed figures for consumption since March are not yet availabie, 
but, as the accompanying t table shows, the total value of retail sales has been 
less markedly above last year’s levels (especially in May) than in the early 
months of 1951; as prices have risen fairly sharply since the budget, the proba- 
bility is that real consumption is now only slightly above last year’s rate. If 
the new price control measures succeed in their avowed intention of making 
things easier for the consumer, this desirable slackening of real consumption 
must now be expected to cease—and the relief that might have been expected 
to show itself in the balance of payments, at a time when consumption seems 
to be beginning to recover abroad, will be whistled gratuitously up the wind. 
The half-hearted gesture that has been made to savers in the past month 
—the plan to raise the limits on individual holdings of defence bonds from 
£2,500 to £3,500 on October 1 and on individual Post Office and Trustee 
Savings Bank deposits from £2,000 to £3,000 on a date yet to be announced— 
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will not divert any perceptible amount of funds from spending, but only from 

other channels of saving. In particular, it will slightly widen an existing place 

of rest for savings that are scared off the stock exchange in the coming three 
years, when risk-capital is to have an earnings ceiling but no floor. 

Mr. GAITSKELL has a full programme ahead of him for his visit to North 

America this month. In the first place he will be discussing general economic 

affairs—and probably also the question of waiving this year’s 

Bank payments on the 1946 American loan—with the United States 

and Fund authorities. Then he will take part in the special conference 

Meetings of Commonwealth Finance Ministers to discuss new measures 

of dollar conservation. Thirdly, he will be attending a 
meeting of the Atlantic Council in Ottawa to discuss mutual defence aid. These 
three conferences are in addition to the annual meetings of Governors of the 
World Bank and the International Monetary Fund, which provided the 
original reason for the present journeying to Washington of so many of the 
world’s Finance Ministers. 

The annual reports that the executive directors of the World Bank and 
the Fund will lay before the Governors have not yet come to hand; the practice 
of publishing these reports well in advance of the meetings has been discon- 
tinued since 1949, when the I.M.F. report made it evident that great weight 
was to be brought to bear on many of the participating countries to devalue 
their currencies. The International Bank, however, has already released its 
results for the fiscal year that ended on June 30 last. In this period the Bank 
earned a net income of $15,156,947, compared with $13,698,398 in the previous 
year; these figures exclude the once-for-all “‘ guarantee commission ” which is 
charged on all new loans made by the bank and which brought in $6,388,543 
last year. During the fiscal year the Bank made loans totalling $297,080,000; 
this brought its total commitments to the impressive figure of $1,113,525,000, 
of which $691,727,129 had been disbursed by June 30. The Bank is thus 
steadily building up its strength. It is also steadily widening the sphere of its 
activities, in contrast with the International Monetary Fund, which, for some 
time past, has been doing “‘ negative business ’’—that is, receiving repayment 
of foreign currencies that it had previously made available. 


Tue Chancellor of the Exchequer’s statement in the economic debate provided 
a wealth of information on the balance of payments position. In the first 
place, Mr. Gaitskell estimated that the sterling area will 


The probably show a “ quite substantial’ gold and dollar deficit 
Mounting in the current quarter of the year. One reason for this is that 
Deficit Britain is likely to spend $100 millions more than in a normal 


quarter on certain exceptional dollar imports. The nature 
of these special purchases has not been specified, but it is probable that increased 
purchases of dollar oil due to events in Persia must bear a large share of the 
responsibility. A second reason for the likelihood of a substantial dollar deficit 
in the current quarter is the loss of dollars to the European Payments Union; 
the fears entertained by the Chancellor on this account have been fully borne 
out by the July settlement in which the United Kingdom showed a deficit of 
$120.7 millions. The Chancellor emphasized, however, that the sterling area’s 
gold and dollar balance should improve in the fourth quarter of the year— 
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though the accounts are unlikely to return to surplus. The review of the dollar 
import programme and the other measures to encourage dollar earnings and 
savings, which are to be discussed at the forthcoming meeting of Commonwealth 
Finance Ministers, may not therefore be very far- reaching. 

Present trends in the United Kingdom’s own overall ‘balance of payments 
are perhaps more alarming. The Chancellor suggested that the final outcome 
of the accounts for 1951 would be a good deal worse than the estimates given 
in the last Economic Survey. He now believes that the total cost of imports 
in 1951 would be well over £100 millions more than the £3,200 millions allowed 
for in the Survey—even if the target for the volume of imports is not exceeded. 
He also reported that invisible items are unlikely to bring in more than {£400 
millions net this year, or £50 millions less than had been estimated earlier. If, 
therefore, the estimates in the Survey are to be realized, exports in the second 
half of the year would have to amount to £1,600 millions (or over £265 millions 
a month), compared with £1,300 millions in the first half. Any such expansion 
seems to be well outside practicable bounds; exports in July were a near 
record, but they were still rather less than {232 millions. The overseas trade 
figures for the first seven months of the year showed a visible deficit of 
£679,300,000, against £254,900,000 in the comparable period of last year. 
These figures, of course, include imports for the stockpile, which were specifi- 
cally excluded from estimates in the Economic Survey, but even if generous 
allowance is made for this item (and for the insurance and freight charge 
included in import costs in the trade returns) it seems likely that Britain is is 
now shaping for a current deficit in 1951 of £200 millions or more. 


IN the second quarter of this year American production was running at an 

annual rate of about $330 billions, compared with about $300 billions a year 

ago (both figures being expressed in terms of 1950 prices). 

Which The increase in American output over the last year has thus 

Way been approximately equal to the total output of British 

America? industry. Since this increase must have been accompanied 

by a similar increase in American pre- emption of raw materials 

and in American purchasing power, it*is not surprising that the trend of 

economic events in most countries of the world is now dictated by the way 
that the American leviathan turns. 

In his mid-year economic message to Congress, President Truman plainly 
warned that that leviathan was destined for a new plunge into inflation. On 
the assumption that total output will increase by 5 per cent. in the coming 
year and that defence spending will rise from its present annual rate of $35 
billions to the scheduled rate of $65 billions by June, 1952, the President 
believed that annual personal incomes after tax would be between $15 and $20 
billions greater by the middle of next year than they are now. The inflationary 
gap that this increase obviously threatens to open up could only be bridged 
in one of three ways. First, Congress would have to cut down Government 
expenditure or increase taxes; so far Congress is willingly applying the axe to 
expenditure overseas (the lower House has, for example, recommended a 
billion dollar cut in the projected $8} billions of foreign aid), but it seems 
unlikely to grant as much as three-quarters of the President's s request for $10 
billions of increased taxes. Se condly, domestic investment, which is currently 
running at over $60 billions per annum, or about 40 per cent. above the pre- 
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Korean level, would have to be cut. Some check to this expansion may be 
achieved by the present temporary halt to the issuing of certificates that 
permitted the write-off, for tax purposes, of defence plant costs in five years 
(against the tax authorities’ usual twenty to twenty-five years); last spring’s 
move towards dearer money has also hada greater effect on investment than 
was perhaps e xpected, since the banks have beets unwilling to sell Government 
securities below par in order to secure the finance to expand their loans. But 
the effect of these steps must not be exaggerated—especially since, with the 
recent recovery in the bond market and the growth in bank cash resulting 
from the renewed gold inflow, bank loans have started to rise alarmingly 
again. The third, and main, way in which American inflation could be av oided 
would be by continued restraint in consumption. Against all forecast, per- 
sonal consumption fell by about 2 per cent. in the first six months of this 
year, although it was still running at an annual rate of over $200 billions. 
This fall had a devastating effect on consumer goods industries and retail 
stores; it was largely because of it that the net profits of 515 corporations 
whose balance sheets were analysed by the National City Bank were 7 per 
cent. lower in the second quarter of 1951 than in the second quarter of 1950. 
But there have recently been some signs that retail sales are beginning to 
recover. Wall Street, at any rate, seems to have decided that the “ breathing 
spell” recession is over. The Dow Jones averages for industrial shares had 
mounted to 265.65 by August 23, compared with 242.64 at the end of June. 


It was against this background of recurrent boom that Congress passed the 
new Defence Production Act at the end of July. In view of the somewhat 
muddled line of comment on this Act on both sides of the 
The Defence Atlantic, it should be explained that, neither in the form 
Production that the President originally proposed nor in that which 
Act Congress eventually disposed, did the Act have much to 
do with the basic problem of inflation at all. One minor 
section of the new Act—a section that somewhat limits the effectiveness of 
Federal Reserve restrictions on instalment purchases—will add to the strain 
onreal resources. For the rest, however, the Act bestows on the Administration 
what Mr. Truman regards as ineffective (and right-wing Republicans regard 
as dictatorial) powers to force through defence contracts and to damp down the 
price-wage spiral. It provides a battering ram (though perhaps of a Heath 
Robinson variety) for the mobilizers and some (probably insufficient) ice to 
put on the patient’s forehead, but neither in its original nor its eventual form 
did it attempt to bridge the gap between potential demand and supply. 
Within this very limited context the battle between the President and the 
business men has been fought out to a draw. The new Act continues, with 
only slight modifications, the Administration’s existing powers over industrial 
priorities and allocations, and it also continues the Federal power to guarantee 
(or make direct) loans for expanded defence production; on the other hand, 
it refuses to authorize direct Government construction or acquisition of new 
defence plants and sets up a Small Defence Plants Administration to help 
small firms to secure armament contracts. The powers granted to control 
rents seem fairly sweeping, but statutory price ceilings must now be amended 
to allow for increases in costs incurred in the last year and to guarantee whole- 
salers and retailers their customary percentage margins. The original crippling 








THE BANKER 








limitations on price controls over farm products are maintained, “ roll backs” 
in meat prices are forbidden and so is the system of slaughtering quotas for 
livestock (which the Administration wanted in order to thwart black mar- 
keteers). Industrialists, especially motor manufacturers, are already beginning 
to cash in on the increases in prices that are now apparently open to them, 
and trade unionists have in effect been told that they will be allowed wage 
increases, teo. The net result of the new legislation on price controls will thus 
presumably be to make an inherently inefficient system of economic manage- 
ment work still more inefficie ntly. But it is on the course of American con- 
sumer demand, whose flagging last spring alone made the previous price controls 
seem effective, that the eyes of the outside world should now be focused. 


IN the first eighteen days of July, clearing bank advances fell by £33.4 millions 
compared with falls of £66.8 millions and {21.8 millions in the equivalent 
periods of 1950 and 1949. In July, 1950, however, the British 
Fall in Electricity Authority repaid up to £37} millions of advances 
Bank out of the proceeds of a call on its previous market issue; the 
Advances only equivalent special repayment this July will have been 
out of the £73 millions of application money put up for the 
recent Gas Council loan. The decline in advances this July thus seems to 
have been approximately up to last year’s experience; it was probably more 
than could be accounted for by the usual fall in inter-branch transit items 
(included as advances by all banks except Lloyds) after the end of the half-year. 
July, Change on 
1951 Month Year 
£m. {m. £m. 


Deposits 6174. a.7 + 218.6 


‘ Net ’’ Deposits * es i 5965. + 45.8 + 181.5 
Cee. «« i ei ao — 514.3 - 13.1 


Money Market Assets Re x3 1832. 66.3 
Call Money ae ~~ ee 582.¢ ‘ 10.8 “p 
Bills a ws aa ya 1249.5 ‘ a. _ 


Treasury Deposit Receipts . . ss 290. . = = 


Investments plus Advances .. a 3399-97 (5: 92.3 r 
Investments a as ahi 1551.5 ( 1) a + 
Advances an ‘ 1848.4 (29.9) — 33-4 + 
* After deducting items in course al collection. + Ratio of assets to published deposits. 


Unfortunately, as happened last July, the fall in advances has been more 
than counteracted by an increase in Government borrowing from the banking 
system. Despite a rise of over £13 millions in the banks’ cash holdings, a rise 
that will have set free an equiv: alent volume of Bank of England finance for the 
Government, the banks’ money market assets increased by over £66 millions, 
while their holdings of Treasury deposit receipts remained unchanged. Net 
deposits, therefore, increased by nearly £46 millions in the eighteen days. These 
changes, of course, all occurred before Mr. Gaitskell’s re- -iterated request for 
restraint in bank lending and his specific defence of the discriminatorily low 
rates on short-term Government borrowings. Since the request for restraint was 
already being loyally carried out, however, banking trends are unlikely to be 
affected in any way by the events of July 26—except in so far as the stultifica- 
tion of new issues under the shadow of the dividend freeze drives more and 
more borrowers into the overloaded hands of their bankers. 
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The Eclipse of Hugh Gaitskell 


S: Mr. Gaitskell, who only a few months ago was deservedly praised for his 








objectivity and courage in pursuit of sane economic policies, has after all 

gone the way of his post-war predecessors. His economic judgment, and a 
promise of real statesmanship, have been equally cast aside in a blatant sur- 
render to short-run, and even short-sighted, party-political expediency. Lest 
this comment be treated merely as THE BANKER’s exasperated response to 
dividend limitation, it should be said at once that that project, though perhaps 
the most clearly indicative of the Chancellor’s descent, is far from being the 
only or even the most fundamental of the grounds that justify this condemna- 
tion. Evidence of Mr. Gaitskell’s retreat (or would defeat be a fairer word ?) 
can be found at a dozen different points in his now notorious speech in the 
debate at end-July; on several crucial matters he could not avoid eating the 
very words on which he relied only a few months ago, and he yet lacked the 
grace and courage to admit a change of mind. 

This eclipse of Hugh Gaitskell by the forces of ignorance, prejudice and 
party extremism will be widely deplored on personal grounds (and not least, 
one may hope, by discerning members of the Labour party itself, who must 
know how urgently they need young men of courage, vigour and good judg- 
ment). But pe -rsonal considerations are insignificant beside the wider implicé L- 
tions of what is afoot. The real reason for depression at this change is that 
the economic policies for which Hugh Gaitskell stood—until yesterday—were 
characteristic of all the more promising trends that have emerged in Britain’s 
economy since it dragged itself out of the slough of post-war wishful thinking 
and Daltonian irresponsibility. 

The Crippsian experiment in disinflation, though diluted under pressure 
from the very forces that have engulfed Mr. Gaitskell, and though similarly 
marred by partisan drives against “‘ capital ’’, did permit a perceptible move- 
ment of the national economy towards economic freedom—a reduction in the 
scope of rationing and bulk purchase and price control, a suspension or 
liberalization of many physical and some import controls, the reopening of 
some commodity markets, the abandonment of rashly foolish monetary 
policies—and, in general, a tacit admission of the virtues of the price mechanism 
and of the dangers of tampering with it unduly. The progress along these 
lines was admittedly slow, as it was bound to be so long as the Government 
rejected any curtailment of its own expenditures; and it also left many ugly 
corners entirely untouched. But on the eve of Korea there seemed reason to 
hope for a further, and perhaps faster, trend in this direction. 

In this context at least, even the Labour Government seemed to have dis- 
covered the wisdom of middle-of-the-road policies; and the advent of Mr. 
Gaitskell to effective control at the Treasury promised a more determined 
pursuit of them. But he was confronted at once with rearmament, which 
threatened a loss of all the ground that had been gained. There was clearly 
a risk that the Government would try to re-create forthwith the apparatus of 
war-time, much of which had been so laboriously dismantled. But this did 
not happen. Unlike the United States, Britain did not plunge headlong into 
an orgy of physical controls, limitation orders and price- and wage-stops. This 
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hesitancy may have been partly due to sheer timidity; but it was also due to 
a hard-headed realization of the difficulty—even the impossibility —of working 
such a system without gross inefficiency in any conditions short of total war. 

Mr. Gaitskell was certainly prominent among those who thus recalled the 
lessons of Britain’s troubles in the early post-war phase; and he plainly recog- 
nized the corollary of this policy of resorting to physical measures only w hen 
they became demonstrably necessary to give relief at specific points—the 
corollary that prime reliance had to be put upon the more liberal instruments 
of restraint. His budget, though more lenient than subsequent events have 
shown to be necessary (and probably also than should have been realized at 
the time) was firmly modelled on this principle. In particular, at the very 
time that the United States was de -ploring the “ gouging ”’ effects of rising 
prices upon consumers, Mr. Gaitskell gave free rein to this function of the price 
system in the domestic economy—despite the certainty that it would provoke 
a great outcry once the Government’s supporters (and some of its then mem- 
bers) discovered what these courageous tactics involved for them. Alone 
among post-war Chancellors, Mr. Gaitskell has acknowledged the importance 
of credit policy and the function of the interest rate; and he has reproved 
left-wing enthusiasts for their “‘ foolishness ”’ in ignoring the function of profit 
as an incentive. In short, the Gaitskellian policies of yesterday, despite their 
leavening by such partisan aberrations as the penal increase in distributed 
profits tax, stood for the retention of as much of the hard-won gains for 
economic freedom as could reasonably be expected from this Government in 
present conditions—and probably for a good deal more than could have been 
expected had he not been at the Treasury. 

Now, at one stroke, all this promise and this not inconsiderable wisdom 
has been thrown to the winds. It is all too clear that the drift of policy now 
(the emphasis is on drift rather than policy) will put back the clock of freedom 
and hope by three, four or more years—if the Government has long enough in 
office to pursue its irresponsible course thus far. Worse still, having retreated 
from the Gaitskellian techniques, it shows no sign of any determination to 
tackle by alternative means the urgent problems that now confront it. Its 
sole concern seems to be to keep up appearances, to dress its window for the 
electorate, in wilful disregard of the fact that the particular window-dressing 
it has chosen will aggravate the nation’s economic difficulties. 


WHERE APRIL’S PLANNING WENT AWRY 

If the Gaitskell of yesterday has been an unwilling victim of the Govern- 
ment’s sudden panic about its standing with the electorate and with the left- 
wing of the Labour Party, it still remains true that abundant evidence of this 
abdication from the duties of Government, and of this overthrow of the soundest 
principles that have inspired its policies in the past, is to be found in his own 
regrettable speech. At this distance of time (the debate took place just as the 
last issue of THE BANKER was passing through the press) it is unnecessary to 
trace this evidence in detail; nor is there need, in this article, to appraise 
comprehensively the only clear-cut proposals that emerged—the proposals for 
a legal limitation of dividends and for a tightening and extension of price 
control. These matters are separately explored, and set against a factual 
survey of the wider background, in the two articles that follow. Here the 
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object is to demonstrate the nature and extent of the retreat and to underline 
its dangerous implications. 

Although industrial production as a whole has been less disturbed by raw 
material shortages than seemed likely earlier in the year, the Chancellor was 
obliged to admit that at three or more crucial points the economic plans that 
underlay the budget have gone sadly awry. The rise in the import bill has 
not only engulfed last year’s large surplus but has opened up an ominously 
wide deficit; even after allowing for the reduction in import costs to be 
expected shortly, e xports in the second half of the year would need to rise by 
25 per cent. above their level in the first half if the target of “ overall ”’ balance 
(apart from a deficit represented by stockpiling purchases) were to be attained. 
Moreover, the relapse of primary prices has driven the sterling area’s dollar 
account, which was supposed to be no longer a source of worry, once more 
into the red. Secondly, the continued pressure of an inflationary excess of 
domestic demand, confirming the insufficiency of the budget, has caused the 
real volume of consumption, which the Chancellor planned to reduce, to rise 
still further; and this same pressure has forced the proportion of unemploy- 
ment below I per cent., the lowest point ever touched in peace-time, so that 
local shortages of labour are beginning to cause real difficulties. Thirdly, and 
chiefly for the same reason, the hoped-for expansion in exports of textiles and 
other goods outside the range of the metal-using industries (whose export 
capacity must soon be pre-empted by defence work) has not occurred. Fourthly, 
the Chancellor has “ serious anxiety ’’ about the general production prospect 
for 1952—primarily because of the shortage of coal and the threatening elec- 
tricity crisis, both of which are reflections of the excessive and rising level of 
domestic demand. Finally, despite the temporary disinflationary relief given 
by the relapse into serious external deficit, inflationary pressure generated at 
home is adding its quota to the rise in the cost of living caused principally by 
the increase in import costs; the disinflationary brake that was supposed to 
be imposed by the budget has proved too weak to prevent the wages-prices 
spiral from turning ever faster. 

There is no dispute about these dangers; all of them were specifically 
admitted by the Chancellor, who must be well aware that, unless this trend is 
arrested, the basic objectives of Government policy for this rearmament phase 
are bound to be frustrated. It is ominous indeed that such difficulties should 
have arisen, even before the arms programme has got into its stride. Yet no 
tangible or comprehensive measures are being put in hand to counter them. 
This Government of planners is content to fall back upon outworn exhortation 
—and presumably is still trying to convince itself that it is thereby both 
planning and geverning. It exhorts employers to release redundant labour; 
it appeals to exporters to sell more to dollar markets; it pleads (but in unhopeful 
tones) with the workers for moderation in wage de mands; it requests the banks, 
as it has done many times before, to do pre cisely what they have honestly 
been try ing to do—to lend only for purposes that “ coincide with the national 
interest ’ 


CREDIT Pump AS BEFORE 


This last redundant gesture is particularly indicative of the Government's 
timidity and muddle-headedness. It merits attention in detail—partly for 
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that reason, and also because it comprises virtually the whole of the Govern- 
ment’s response to the crucial and pervasive problem of restraining the excess 
of demand. Mr. Gaitskell put the central issue of monetary policy with 
particular clarity: 

It is obvious enough that, in theory, unlimited expansion of credit can create a 
demand inflation of the most serious character. It is indeed no use our withdrawing 
purchasing power by draconic higher taxation if, by the back door, so to speak, large 
additional quantities of credit are being pumped into the system. 

Precisely. Mr. Gaitskell rubbed in the point by instancing both the trouble 
caused in the United States by credit inflation immediately after Korea and the 

‘marked effect ’ of the credit restraints later imposed. True, he failed to 
observe that informed opinion regards the removal of the peg from the long- 
term U.S. Government bond market as having been much more potent than 
the ‘selective’ controls (of instalment and mortgage finance) and the 
‘voluntary " restraint that is analogous to his own system of “ requests ” 
to the banks here. But although he thus ignored the effectiveness, in the 
United States, of the use of the rate of interest overtly as a means of stopping 
the automatic creation of credit by the monetary authorities, he specifically 
approved the increases in rates for advances and for commercial bills that are 
being imposed in Britain on the initiative of the commercial banking system 

Having recognized both the need for credit restraint and the relevance of 
higher rates, he pretends that the problem can be solved by mere repetition of 
a “‘ request " of long standing—although neither he nor any of his predecessors 
has ever suggested that the banks have failed to comply with it. For all 
that, he contrives unworthily to imply to the uninitiated that the banks have 
provided a back door through which the Government’s virtuous vigilance at 
the front door has been frustrated. By such deceptive tactics, and by creating 
the appearance of having taken some decisive action, he obscures the truth 
that this problem of credit restraint can never be solved except by turning down 
the credit tap at the main—the Bank of England tap that is always wide 
open for use by the banks to support their commercial loans “ in the national 
interest ’’, their loans to the Government, and their purchases of securities. 
Needless to say, this tap can never be turned down unless the Government is 
prepared for an all-round rise in short-term rates, including those on floating 
debt (the stabilization of which is in this context closely analogous to the 
former misplaced stabilization of long-term rates in the United States). But 
Mr. Gaitskell bluntly declared that he would never assent to such an increase 
‘unless it were the only way to check an increase in bank credit ’’—a declara- 
tion that was speciously supported by the pretence that the critics were 
advocating a rise in Treasury bill rates for its own sake, instead of as a necessary 
incidental of due credit restraint. 

So much for the Government’s exhortations, and for its overt rejection of 
fundamental measures for tackling the basic problems. Amid the wordy 
barrage of special pleading, of search for scapegoats and of pretended action, 
only two tangible intentions relevant to these problems could be discerned— 
the unavoidable steps to curtail domestic coal consumption and the proposal 
to “review” the dollar import programme and to cut it “ wherever this can 
be done without damage to our long-term interests ’’. For the rest, there were 
nothing more than vague assertions—that consumption “ cannot ”’ be allowed 
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to rise; that the Government “ will not hesitate’ (though it said the same 
thing last year and again last spring) to use physical controls to divert home 
supplies to export markets; that, while still professing that there is virtually 
no scope for cuts in Government expenditure, the Government will “ continue 
to “‘ do all we can 


PRICE-CONTROL—A RETREAT FROM THE BUDGET 

This deplorable and irresponsible inertia in face of the admittedly crucial 
jssues—issues that the wider public does not really understand—is in flagrant 
contrast to the Government’s frenzied concern to represent that it is energet- 
ically tackling the problem that is uppermost in the minds of the electorate 
and especially of its trade union supporters. Much more than half of Mr. 
Gaitskell’s speech and, with the small exceptions already noted, all his tangible 
popes were directed towards the problem of the cost of liv ing—despite the 
fact that its rise, sharp though it has been and greatly though it is troubling 
the public, has not been much, if any, steeper than was foreseeable at the 
time of the budget or was inherent in the financial policy then deliberately 
adopted. The Chancellor’s whole thesis then (and one for which he was justi- 

fiably praised) was that the rise in living costs that would result automatically 
from higher import costs would be the major instrument for enforcing a cut 
in the real volume of consumption, and thus {in effect) of reserving for the 
defence programme and for domestic investment the physical resources released 
by the reduction in external investment. If the running-down of the external 
surplus had been achieved by a deliberate act of policy (as it doubtless would 
have been if imp ort costs had not been rising to extinguish it autom< itically) or 
if, given the rise in import prices, the Chancellor had “tried to insulate the cost 
of living from it, the restraint of consumption to provide for defence would 
have required a much heavier increase in taxation than that actually imposed. 
The leniency of the budget in this sense, in relation to the Chancellor’s estimate 
of the necessary total restraint, was due to the fact that rising prices were 
likely to do most of the work that otherwise would have needed to be done 
by higher taxes. 

All this was common ground in informed circles a few months ago—but the 
public did not realize what was coming to it. The eventual outcry, clearly 
predictable at that time (and indeed predicted in these columns, among others), 
has found the Government too weak and divided to stick to its guns. Instead 
= firmly explaining that consumption, if not cut by rising prices caused by the 

ncreased cost of imports, must be cut by still higher taxes or, willy-nilly, by 
the sheer weight of its own inflationary excess, Mr. Gaitskell twists and turns 
in an effort to prove that what has happened is nothing to do with Britain’s 
rearmament programme or with any “actions that the Government have 
taken or have failed to take ’’’. The critics might have been glad to ignore this 
sophistry if the Chancellor, having made his ha air-splitting defence, had then 
honestly explained afresh the part that this rise in prices was to play in the 
budgetary plan. Any such frank elucidation, needless to say, would have had 
to admit that a corollary of any decision to let rising prices do the job of 
enforcing economy in consumption is that much of the monetary counterpart 
of these ‘‘ real’ savings must accrue in higher paper profits of business (or, 
more precisely, in company reserves later absorbed in the financing of the 








THE BANKER 





increased cost of replacing stocks and work-in-progress). The arithmetic of 
the budget was quite specifically based upon an expectation of increases in 
gross savings by companies from this and other sources 

The deflated Chancellor of to-day will have none of this. Now, as a petty 
party politician, he must be quick to agree, with any soap-box orator, that 
any increase in profits is wickedly anti-social, and an increase in dividends 
quite shocking. Although conceding his inability to prevent a further rise in 
the cost of living, he hopes to ensure that price increases reflect only actual 
rises in costs—which is another way of saying that the domestic savings on 
which he counted when framing his budgetary policy must not occur. This 
is the real implication of the decision to retreat into more extended and more 
detailed price control. In so far as it is effective, it will aggravate the real 
problems—the problems of curtailing consumption and of promoting produc- 
tivity—in two ways. By delaying and minimizing the natural rise in prices 
in response to the excess of demand, it will give the public the maximum 
opportunity to maintain its consumption, and will ensure that, in so far as 
rising prices do provoke some real savings, the money counterpart will accrue 
either to the overseas sellers of the imported components or (temporarily) to 
other spenders—the workers whose wage increases figure in increased costs 
and “* permitted ”’ price-rises as the spiral turns. Secondly, as is fully demon- 
strated in a succeeding article, price-control in general, and in particular the 
vicious and anomalous system of cost-plus, will provide—despite the hoped- 
for improvement on past practice—direct incentives to inefficiency, while the 
increased standardization of goods (to make price control possible) will militate 
against success in export trading. 


DIVIDENDS AND THE T.U.C. 

Finally, upon all this m usquerade of policy the Chancellor sets a tawdry 
crown—the blaté intly partisan project for legal control of dividends. If the 
Government has its way, most dividend payments will be limited retroactively 
either to the average amount (increased proportionately for any additional 
issues of capital re than bonus issues) declared for the last two accounting 
years before July 26 last, or to 5 per cent. of “ relevant ’’ capital. This control 
is projected for three years; but an ominous remark from Mr. Douglas Jay 
suggests that, if the electorate could stomach a Government of this hue beyond 
the end of that period, a new brand of control would be all too likely to be 
imposed thereafter. This gesture is not only spurious; it is grotesquely unjust 
and rashly irresponsible. The Chancellor obviously knows, and almost admit- 
ted, that the amount of dividend increases is a drop in the ocean of public 
spending (as the official statistics assembled in a later article demonstrate). 
His avowed motive is to remove the “ continual irritant ’’ of such increases 
because he regards them as a “ body blow” to moderation in wage claims, 
and because he hopes the “ psychological ’’ effect of control may induce such 
moderation. 

This, and the frank statement of the T.U.C. Council published subsequently, 
lay bare the whole sorry story—that the Government has meekly bowed before 

T.U.C. ukase requiring a reversal of the decisions taken last April. The 
rns of yesterday deliberately adopted the penal increase in distributed 
profits tax as an alternative to statutory control of dividends, and clearly 
justified his rejection of such control: 
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While this is not, in my view, wholly practicable, it would involve additional 
administrative work for which the man-power can ill be spared at present. Moreover, 
it is bound to give rise to all those difficulties associated with the fixing of a base 
period which were met with in the administration of the Excess Profits Tax and 
would be encountered again if any of this tax had to be reintroduced. 

But now the T.U.C. has spoken; and a party Chancellor hastily eats his words 
and rushes to do the impracticable, the administratively embarr: assing, and 
the anomalously difficult—and to throw together a half-baked White Paper 
(Cmd. 8318) to proclaim “ his ’’ decision before the T.U.C. instructions are 
disclosed. 

This grovelling will not achieve even its avowed object. The President of 
the recent conference of the engineering and shipbuilding unions has declared 
that Mr. Gaitskell must “ suppose that the working people of this country are 
very immature ”’ if he holds that dividend control can ‘ —- ‘s 
affect their attitude. And even the Council of the T.U.C. (which in former 
years has argued reasonably for restraint in wage claims) has frankly stated 
that “‘ in the present situation trade unions must endeavour to maintain the 
real wages of their members by demanding wage increases ”’ 

Such are the hollow political gains that Mr. Gaitskell is reaping from this 
mercenary gesture, which is no mere “‘ body blow ”’ but a knife thrust at the 
heart of the national economy. The huge weight of Government expenditure 
through these post-war years, the steeply progressive scales of taxation that 
this involves, the discrimin< itory tax and other measures against capital and 
profits, the perpetuation of war-time restraints and of bureaucratic mentality, 
and the relentless pressure of inflation—all these forces have gravely narrowed 
the resilience in the national economy and have squeezed to tiny proportions 
the sum of new savings that are available for risk-taking. The Chancellor 
himself has conceded this argument in principle; yet now he says, in effect, to 
the remnants of the former band of risk-takers that they can save themselves 
the trouble of showing foresight and enterprise—because they will get no reward 
if their judgment is good and will shoulder the full loss if it is bad, and because 
they can now see the injustice done to those whose resources are already at risk. 

The conclusion to be drawn from all this—from the retreat from the real 
problems, the lame reliance upon exhortation, the plunge back into mere 
expedients, and from the dishonesty and irresponsibility of the dividend plan 
—is readily apparent. This Government has no conception of how to sustain 
health and efficiency in an economy that is one-quarter publicly owned and 
three-quarters private enterprise. The past two or three years, in which the 
Government as well as the public was rediscovering the processes of freedom, 
gave brief hope that a middle way was at last being hewn out. The eclipse of 
Hugh Gaitskell by the forces far to the left of him, and by those who either do 
not believe in freedom or who do not understand how it can be de stroyed by 
mistaken economic policies and sheer lack of policy, signifies the end of these 
grounds for hope. The drift from now on will be all the other way—unless the 
wider public discovers how grim its implications are. 
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Effects of the Dividend Freeze 


EFORE Parliament reassembles in October, it is important that the 
B implications of the proposed dividend freeze should be analysed in terms 

of hard statistics—and given as much publicity as possible. Even the 
Government itself might be persuaded to change its tune if the facts could be 
brought home to the masses to whom it looks for support—and if the Chancellor 
and others in the Labour Party who are economically educated could be induced 
to take a less myopic view of their real interests. On the one hand, there are 
doubtless many ordinary folk both within and without the Labour Party who 
honestly believe (without bothering their heads about such troublesome things 
as figures) that a dividend freeze could in some way bring down the cost of 
living or mitigate other national ills. Only a nodding acquaintance with the 
relevant official statistics is needed to explode such illusions. On the other 
hand, there is the economically educated group, with Mr. Gaitskell and perhaps 
two dozen other Labour members at its head, who must know that such a 
freeze can do no good but may mistakenly believe that, in present political 
conditions, it can do no great harm to the mass of the Government's supporters. 
This is an even more dangerous delusion: but it, too, should be dispelled by 
any objective view of the available data. 

The basic material about recent dividend changes is set down—with the 
necessary explanatory notes—in Table I. The first item in that table shows 
the now familiar fact that “ dividend and interest payments by companies’ 
rose by only £3 millions in the three years following the announcement of the 
Government’s “ stabilization of incomes "’ campaign in early 1948. Unfor- 
tunately, as will be clear from the notes to the table, this figure (which was 
the one quoted by Mr. Lyttelton in the economic debate) is too much of a 
statistical hotch-potch to be a very useful tool for the economic analyst; it 
includes not only all company interest and dividend payments (excluding 
inter-company transfers) but also deposit interest, the “ Co-op divvies ”’, and 
even taxes paid by British companies to foreign Governments. It seems, in 
fact, to include most of the payments to foreigners shown in item A3 of the 
first table in the Balance of Payments White “Paper. This item rose by £17 
millions to {111 millions, in the three years; the purely domestic component 
of the first item in our table may, therefore, have fallen by about £14 millions. 

A more useful set of figures is that set down in the second item of Table I. 
These figures, which are drawn from a written answer by Lord Pakenham in 
the House of Lords on August 1 last, show that the ordinary dividends paid 
by British companies have risen by £17 millions in the last three years; it 
should be emphasized, of course, that all these figures are struck before deduc- 
tion of income tax and surtax and that they include payments to overseas 
shareholders and payments by British companies operating overseas. In his 
statement to the Lords, Lord Pakenham was at pains to point out that the 
apparent fall in ordinary dividends between 1947 and 1948 ‘“‘ was due to the 
substitution of fixed interest payments for ordinary dividends as a result of 
the nationalization of the transport and electricity industries’. To enable 
readers to allow for this factor, the increase in annual outpayments of interest 
by nationalized industries has been shown in the third item of Table I— 
although it should be emphasized that any addition of these figures to the 
figures for ordinary dividend increases would give a very exaggerated picture 
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of the increase in dividend rates. In the first place, some of the increase in 
nationalized industries’ “‘outpayments’’ was the result, not of compensation 
issues, but of new issues for cash by the Electricity and Gas Boards; moreover, 
only a part of the compensation stock that was issued went to former ordinary 
shareholders. In the second place, the increase in dividend payments over 
these three years must be viewed against the increase in capital employed. 
Even during the three peak years of nationalization (1947-49) compensation 
issues were about {100 millions less than the combined total of domestic capital 
issues (£322 millions) and ploughed back profits (£1,475 millions). The ordinary 
shareholder’s rate of return (expressed as a percentage of his funds employed) 
must thus have been lower at the end of the stabilization period than at the 
beginning of it. 

It is, of course, impossible to carry the figures given in Table I beyond 
the year 1950. Something should, however, be said about recent statements 
by the Chancellor and Lord Pakenham on the course of dividend payments in 
the first half of 1951. These statements seem to have been drawn from the 


TABLE I 
INCREASES IN DIVIDENDS 1947-5 


(£ millions) 





Total Total 
Increase in: 748 O4 5 Increase Payments 
1947-50 in 1950 





( Dividends and i interest paid by 
companies be - 
(2) Ordinary dividends . | 
(3) Interest payments by national- 
ized industries .. a “— 





Notes.—Item (1), which is drawn from Cmd. 8203, shows all payments (before deduction of 
income tax) of company dividends, debenture interest, and deposit interest to persons, public 
authorities and non-residents. It includes dividends paid on sales by co-operative societies, 
deposit interest paid by banks and building societies, and taxes paid by British companies to 
foreign governments; it excludes inter-company transfers. Item (2) is drawn from a written 
answer by Lord Pakenham in the House of Lords on August 1. Item (3) is from Cmd. 8203. 


monthly analyses of company results made by the Financial Times. It is quite 
true that the returns published in that newspaper - -showed an increase in 
traceable industrial ordinary dividends of just over £9 millions net, or between 
10 and 11 per cent., in the first seven months of 1951, and that the rise in all 
ordinary dividends traced by the Financial Times (that is, including dividends 
paid by companies trading overseas) was about £27 millions net, or more 
than 20 per cent., in this period. Lord Pakenham’s statement in the House 
of Lords, which made use of this figure of 20 per cent., seemed to carry the 
clear implication that ordinary shareholders in Britain might therefore expect, 
in the absence of a dividend freeze, to enjoy a rise in incomes this year by 20 
per cent. of the £543 millions shown in Table I—that is, by about £109 millions 
gross. 

Unless the experience of previous years is quite misleading, this implication 
is, frankly, nonsense. About two-thirds of the increases in dividends tabulated 
by the Financial Times this year have been increases announced by non- 
industrial companies (gold mines, oilfields, primary producers, and so on). 
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Most of these non-industrial companies carry on business overseas, many of 
them are registered outside this country (and thus quite outside the scope of 
the dividend freeze) and many of their payments go to overseas shareholders 
without ever passing through this country. In addition, the dividend payments 
traced by the Financial Times are necessarily those of the bigger and stronger 
companies. A glance at the results tabulated in 1950 shows how misle -ading 
any analysis of income changes based on published dividend figures can be, 
The increase in ordin: ry dividends traced by the Financial Times in 1950 was 
just over £13 millions net; grossed up for tax at nine shillings in the pound, this 
would indicate a rise in gross dividends of about {24 millions. Lord Pakenham’s 
own figures, as shown in Table I, indicate, however, that the rise in gross 
ordinary dividends paid by British registered companies (and excluding 
inter-company transfers) amounted to only £10 millions in 1950. So far this 
year the increase in dividends traced by the Financial Times has amounted to 
some {27 millions net; since over two-thirds of the companies appearing in 
these analyses last year have already published their 1951 accounts, it would 
seem that the increase that might have been expected for the year as a whole— 
in the absence of the new form of dividend limitation, and on the assumption 
that companies followed the same policy in the second half of the year as they 
did in the first—would be about £36 millions net , or less than £70 millions PTOSS, 
Unless dividend payments by private companies have soare d ‘light out of line 
with the trends that the available evidence (and last year’s experience) suggests, 
this year’s increase in ordinary dividend payments in this country seems likely 
to fall short possibly far short—of this latter figure. 


‘ RELIEVING ”’ THE Cost OF LIVING 

Now what do these figures mean in terms of the consumers’ pocket ? The 
notion that money that is prevented from being paid out in dividends could or 
should be diverted to finance price reductions is frighteningly chuckle-headed. 
But since it is a notion that is being sedulously fostered from week-end political 
platforms, the statistics of the matter deserve some consideration. In the last 
three years, during which ordinary dividends have increased by £17 millions, 
total sales by British enterprises have amounted to £46,834 millions. The 
increase in ordinary dividends therefore works out at less than one-tenth ofa 
penny per pound of selling prices. If the gross incomes of ordinary share- 
holders had been completely frozen in early 1948, the funds withheld from 
them might therefore theoretically have been sufficient to relieve the cost of 
living by rather less than 0.04 per cent.—say, one-third of a penny per person 
per week. 

As, however, this calculation is based on figures of gross ordinary dividends, 
some of the funds diverted to finance this “ reduction ”’ in living costs would 
have come from the Government instead of from shareholders. If allowance 
is made for this, the “ relief ’’ that a dividend freeze might bring to the house- 
wife dwindles to even more microscopic proportions. Indeed, even if the 
whole amount of ordinary dividend payments were exprop.iated and applied 
to reduce prices, the resultant reduction would be extraordinarily small. The 
calculations about taxes paid on different sorts of income made in Table II 
suggest that in the three years to 1950 ordinary dividends after tax 
may have amounted to rather over {1,100 millions. Set beside the total sales 
figure of £46,834 millions shown above, this indicates that if ordinary dividends 
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had been completely confiscated from 1948 onwards, the cost of living might 
have been reduced by between 2 and 2} per cent. (provided that none of the 
funds thus expropriated was used to relieve the consequential distress among 
small investors). Sir Hartley Shawcross recently estimated that if all profits, 
distributed as well as undistributed, were eliminated, the cost-of-living index 


TABLE II 
INCREASES IN PERSONAL INCOMES 





Increase in £ millions | Index Nos. (1938 100) 


Total Before After Incomes 
1948 1949 1950 1947-50 | Tax Tax After Tax 


—— 7 : sales | 
oe + 409 + 230 + 241 + 940 259 4. I27 
Salaries and Forces’ pay ka +159 +163 +156 +478 236 112 
Social security ’ payme nts, etc. - 35 + 31 + 26 a. | 276 N.a. N.a. 
Mixed incomes ar 77 + 59 + 38 +172 226 i 106 
Ordinary div idends i , . = 1 20 I 
Other company dividends and \r48 
interest ws ‘ .. | — 14 = 33 - 
Other unearned income ‘a + 5 is + 5 te 7a 1} eg 








Personz r incomes - se +648 +508 +535 + 1,691 221 





* Excluding social security payments. 


Notes.—These figures are drawn from Cmd. 8203 and from Lord Pakenham’s written answer 
in the House of Lords on August 1. “‘ Social security payments, etc.’’ include war gratuities 
and other transfer payments. ‘‘ Mixed incomes”’ represent earnings of professional persons, 
farmers, sole traders and partnerships. The other items are self-explanatory. In calculating 
incomes after tax it has been assumed that the proportion of mixed incomes taken by tax has 
been the same as the proportion of salaries taken by tax, and that all unearned incomes pay 
the same average rate. Column (6) has been arrived at by deflating column (5) by the price 
index for consumers’ goods as a whole. 


might be reduced by some 4 per cent. He regretfully explained, however, that: 
You cannot eliminate all profit : if you did you would not find anybody making 
anything. 
Those who have accepted the proposed dividend freeze as a regrettable but 
necessary step in the fight against rising living costs, would do well to ruminate 
on these figures. Cs ‘ 


EFFECT ON SHAREHOLDERS AND PERSONAL INCOMES 

To say that the redistribution of real income that would be caused by a 
dividend freeze at a time of inflation would bring no noticeable benefit to non- 
shareholders is not, of course, to say that it would cause no hurt to those 
whose incomes were frozen. The infliction of such hurt is, in fact—by the 
Chancellor’s own definition—one of the express objects of the proposed freeze. 
Mr. Gaitskell professed to believe that a freeze would have useful “ psycholo- 
gical” effects on the attitude of those workers who think that shareholders’ 
incomes have been increasing and that wages have stood still. 

The answer to those who think in this way is contained in Table II. The 
first four columns of that table show the way in which the {1,691 millions 
increase in gross personal incomes between 1947 and 1950 was distributed. 
They need no comment. 
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The fifth column in Table II shows how the various constituents of personal 
income have moved since 1938; if the 1938 figures are taken as equal to 100, 
the index number for wages in 1950 was 259, for salaries and forces’ pay it 
was 236, and for div idend and interest payments by companies it was 148. 
These figures, of course, are struck before allowing for deduction of income tax 
and surtax. In the sixth column of the table an attempt is made to allow for 
this factor (the calculations are explained in the footnote to the table). The 
index figure for wages (1938 = 100) then appears as 243, that for salaries and 
forces’ pay as 212, and that for dividend and interest payments as 128. In 
the last column of the table these indexes are deflated by the price index 
deducible from the statistics of personal appognin:a as a whole. These 
figures suggest that real wages have risen by 27 per cent. since 1938, while pe 
real value of interest and dividend payments ‘by companies has fallen by 3 
per cent. The rather unsatisfactory basis on which the national income figures 
are drawn up and the difficulty of apportioning tax payments between the 
different groups detract from the value of these estimates, but they are unlikely 
to exaggerate the diminution in shareholders’ real incomes; indeed, if Mr, 
Jay’s recent estimate that 40 per cent. of all ordinary dividends go to surtax 
payers, they must considerably understate the real fall. 

So much for the belief that a dividend freeze could either bring down the 
cost of living or contribute towards the Government’s professed aim of greater 
social justice. What, now, of the effect of a freeze in damping down personal 
spending ? It is clear from the above figures that increases in ordinary dividends 
in the three years to 1950 have had no significant effect in increasing consump- 
tion; the gross addition to personal incomes from this source was less than 
6 millions a year and the net addition to personal spending power (after 
allowing for taxation and savings*) was probably less than half of this. In 
the current year the net addition to personal spending power will be greater, 
but it is impossible to make any accurate estimate. A notable feature of the 
economic debate in Parliament was that Mr. Gaitskell—in contrast to his 
careful statistical approach at budget time—studiously avoided any estimate 
of the amount that his proposed freeze would divert from personal incomes to 

company reserves; nor did he make any- estimate of the loss of receipts from 
profits tax that the Government will suffer from this switch. It seems clear 


—— —— —__~ 





° It should be remembered that although the offic ial estimate 3 of « divide nd pay ments exclude 
*r-company transfers, they include dividends paid on holdings in life assurance funds 
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from his reticence that he is well aware that the direct consequences of the 
freeze on spendable incomes will be so absurdly small that he is anxious not to 
draw attention to it by giving quantitative estimates. 

Something should also be said here about the indirect effects of the freeze 
upon inflationary pressure. Mr. Gaitskell made a reference in his speech to 
the ‘ inflationary consequences ”’ of a rise in share values. The best answer 
to this thesis that higher share prices can add to the inflationary gap was 
made by Sir Stafford Cripps in November, 1947: 

Unless the private investor sells his stock to the Government, he must find a 
buyer at the higher price, and what the buyer pays in cash reduces the buyer’s 
capacity to spend by exactly the same amount as it increases the seller’s.... For 
these reasons the effect of capital profits upon the inflationary tendency is almost 
negligible, if it exists at all. 

Sir Stafford was talking here of gilt-edged values. His thesis applies equally 
to equities—with the added point that equities are investments that are not 
sold to the Government at all. 


RECIPE FOR A CRISIS 

All the arguments that have been set down so far in this article must have 
been known, and in large measure accepted, by an economist of Mr. Gaitskell’s 
calibre. He must have known that the effect of a freeze in reducing the cost 
of living and damping down inflationary pressure would be negligible, and its 
effect on the redistribution of incomes quite arbitrary and unfair. Beyond 
doubt, this project is nothing more than a political bid for the continued 
support of the restive extreme left-wing of the Labour Party. But, in spon- 
soring the expedient on these grounds, the Chancellor has doubtless tried to 
ease his conscience by supposing that a three-year freeze, unjust, negative 
and useless as he must recognize it to be, would at least do no positive or 
irreparable harm to the broad mass of the people. But, if he is indeed thus 
consoling himself, the political exigencies of the moment must have sadly 
overlaid his judgment as an economist. For the truth is that the main reason 
for deploring the dividend freeze is one that should weigh especially heavily 
with the Labour Party. The chief impetus behind left-wing political thinking 
in recent years has been the desire to avoid a return to the mass unemploy ment 
of the 1930s. Yet the proposals to be laid before Parliament in October 
lepresent as sure a prescription as could be devised for-ensuring that the next 
recession of world demand will throw this country into a major internal financial 
crisis. A three-year dividend freeze could, in fact, be the means of turning the 
next ““ 1949 "’ into a “ 1931’ 

The dominant financial feature of the last five years of boom has been that 
industry’s position has grown steadily less liquid despite the fact that the real 
value of its productive assets has barely been maintained intact. This is an 
extraordinary phenomenon for a boom-time period. Its proximate causes have 
been the high level of taxation and the steady rise in prices of both machinery 
and stocks, but its ultimate cause has been the atrophy of the new issue market, 
especially for risk capital; the annual amount of funds raised by issues of 
ordinary shares in the last five years has been less than three-quarters of the 
amount raised in the late 1920s, even before allowance is made for the fall in 
the value of money. The effect of this on the balance sheets of private com- 
panies was shown by the memorandum presented by the British Bankers’ 














<_— ‘THE BANKER 








Association to the Tax Commission (and reproduced in THE BANKER last 
month); this showed clearly that private companies have kept the real value 
of their assets intact only by running down their liquid reserves, by borrowing 
heavily from the banks or on loan capital, and by investing in their businesses 
sums required as tax reserves or other specific provisions. The same story 
is told by analysis of the published balance sheets of public companies. 

In other words, for the last five years, all the elements that went to make 
up the classic financial crises of the past have been piling up in an unprece- 
dented degree within the cylinder of the national economy—while high taxa- 
tion has seriously clogged the safety valve (in the form of non-fixed interest 
issues) that used to be at the far end of it. The proposal for a dividend freeze 
is a proposal to slam that safety valve shut altogether. From now on com- 
panies can raise capital for expansion only by the offer of fixed interest securi- 
ties. Capital of a kind that would give them automatic relief from payments 
in bad years—that is, equity capital—is now denied to them, because those 
whose risk-taking would insure them, and their workers, against these con- 
tingencies are in effect to be suppressed by political decree. It is true that the 
immediate current liquid positions of those companies that increase their 
current earnings above the average level of the past two years may be somewhat 

eased by the freeze; for companies that aimed to expand their capacity to 
reap higher earnings in the future, however, this problem will be made 
infinitely worse. So long as demand continues to be puffed out by internal 
inflation (made possible by high demand abroad) the cylinder may be prevented 
from blowing up—though it cannot now impel the economy very Spt -edily 
forward. But as soon as world demand flags—as it may do once the “ heave” 
of the rearmament programme is over—the burden of high prior capital 
charges, of over-extended borrowing positions, of thwarted technical progress 
and of risk capital atrophy must make itself acutely felt. The crop of business 
failures that would then be likely to ensue could touch off a crisis of confidence 
that, allied to concurrent difficulties on the balance of payments, would 
gravely impair the force of any counter-cyclical action that the Government 
might take, and might frustrate it altogether. 

Such consequences as these are admittedly a long way off—certainly further 
off than the next election. Unfortunately, the effects on the risk-capital 
market of the knowledge that a Labour Government considers a dividend 
freeze to be a legitimate weapon of policy are likely to be longer-lasting still. 
Those effects are heightened by the remarkably jejune argument, now fre- 
quently voiced by left-wing politicians, that since all investment resources are 
fully utilized already, and largely in social services or nationalized industries, 
risk cz apital is not really necessary. This is a policy for keeping the bath water 
of capitalism intact but throwing the baby out of it. Paradoxically, it is the 
lower-paid workers of this country, whose future prosperity depends most 
closely on the continued drive towards technical efficiency, and especially those 
who would be most likely to become une mployed i in any future depression, who 
should now be clamouring most loudly against the dividend freeze. Looking 
back from any future recession, it will be clear that it is on them that the burden 
of this decision to abolish the risk-taker has fallen—without any counter- 
balancing advantage, save that of soothing the feelings of those partisans 
whose faulty opinions reflect either ignorance of the facts these statistics 
portray, or wilful blindness towards them. 
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What Technique for Price Control ? 
By a Special Correspondent 


is surprisingly sparse and irregular—even among those who have to 

administer them. There is in fact no field of study that is more liable 
to drive the outside observer to despair and derision, especially if he has any 
rudiments of economic training. When surveying the present extraordinary 
hotch-potch, it ought in fairness to be recognized, however, that the adminis- 
trators of price control have had an intolerably difficult task: for the past 
11 years they have had to balance the clamour of politicians and the demands 
of practical administration against the masterbeat of economic principle— 
in organizing a system of control that they had been taught to hope was 
temporary. Now that more detailed and more ramified controls are to be 
restored, it is important to trace the nature and sources of the war-time 
controls and the lessons to be learnt from their creaky operation, and to examine 
whether the systems of control envisaged in recent Ministerial utterances hold 
out any hope at all that these weaknesses will be avoided in future. 

Price control that makes any pretence to being “ scientific ’’—in the sense 
that it tries to mitigate the more obvious disadvantages that arise whenever 
violence is done to the principles of the market-place—is in its nature complex 
and difficult to administer, involving laborious cost investigations and 
lengthy negotiations in a multitude of cases, all of them calling for experienced 
(and preferably trained) administrators. In the early phase of the war, the 
responsible authorities had not even begun to discover the extent and nature 
of the difficulties. In this phase, when the main object was to meet, and 
even forestall, popular clamour, and when the speedy imposition of a wide 
range of control was the immediate need, it was therefore inevitable that the 
Government should have resorted to the roughest and least “ scientific ’’ of 
all expedients—simply because they could be quickly imposed and made 
hardly any demands upon administrative staffs (provided that the incredibly 
difficult task of enforcement was not taken very seriously). These stopgap 
controls, as will shortly appear, derived from a general price-control Act 
passed at the outbreak of war. - 

Very soon, however, various Government departments, or individual 
divisions of them, discovered other motives for price control, within their 
own particular spheres, than those that inspired the general system of restraint. 
As the physical organization of civil industry for war began to take mage 
in utility schemes, limitation orders, concentration schemes and the 
one after another of the “ production ”’ divisions of the several departments 
(and especially, of course, of the Board of Trade) came to regard control of 
price of the goods with which it was concerned as a necessary concomitant 
of the “supply” plans for which it was responsible, and went to work 
separately. In consequence, many of the most important and “ scientific ”’ 
price controls sprang up quite independently of the rough-and-ready generalized 
system and were incidental to (as well as made possible by) the physical 
controls. Some of these controls resulted from voluntary agreements with 
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the trades concerned; some were imposed under an Act passed in 1941 to 
permit an attack on the worst deficiencies of the stop-gap “ generalized ” 
system; and some derived legal force from powers given to departments 
under the general Defence Regulations. 

The Government was perhaps blameworthy for not perceiving, until it was 
too late, the need for a centralization of authority, or at least for the most 
diligent co-ordination of practice and common discussion of principles in this 
important sphere. But, in view of the pace at which the war machine had 
to be set up, and the intolerable pressure upon all civil servants of sufficient 
calibre (not to mention knowledge of economics and of business) to discern 
what was needed, it may be unfair to push this criticism very far. In the 
event, a crop of varying answers grew from the host of problems, settled to 
no small extent by the personalities and aptitudes of the particular minds— 
political, official, and commercial—playing on each matter. In such circum- 
stances, there could be no consistency, however rough and ready, between 
successive administrations, or between separate departments in the same 
administration, or even between separate fields of responsibility in the same 
department. The civil servants most closely associated with these problems 
of course soon became aware of, and to deplore, this inconsistency; indeed, 
more criticisms of the system were probably to be heard inside the depart- 
ments than outside them. But, by the time the pressure on personnel began 
to ease, it seemed either impossible or pointless to tackle the incredibly 
difficult task of trying to straighten out a tangle that appeared likely to be 
cut away by decontrol before the unravelling could have been completed. 
Among the knowledgeable officials, there were few who did not rhetaphorically 
dance around Mr. Harold Wilson’s successive bonfires of controls when the 
post-war transition phase seemed to be ending. 

Now, for good or bad reasons, the order has gone out that the bonfires 
are to cease and that a phoenix crop is to spring from the ashes of the past. 
The department that will be most affected by this order is the Board of 
Trade, which is the responsible authority for almost everything commonly 
sold in retail shops (except for foodstuffs, fuel and such products of the 
engineering industry as bicycles and electric fires). Before the bonfire of 
August, 1949, the Board of Trade price-controlled about two-thirds of the 
goods in its own sphere, as well as certain consumer goods and housing fit- 
ments within the production fields of the Ministry of Supply and Ministry of 
Works. It seems likely that it will now revert to control over something 
like this percentage of consumer goods again. The Central Price Regulation 
Committee (the C.P.R.C. set up under the Prices of Goods Act of 1939) has 
been asked to review “‘ the whole field of personal expenditure and consumer 
goods other than food.’ Aluminium hollow-ware, washing machines, carpet 
sweepers, brooms and brushes, mops, cutlery, toilet paper, and stationery 
have been specifically mentioned, besides certain groceries and goods in the 
Ministry of Food sphere. 

Nobody will envy the Board of Trade its task. Now that the moral 
sanctions of war-time are no longer present, effective control is likely to be 
exceptionally difficult—unless supported by a system of industrial regimenta- 
tion much more extensive and disciplinarian even than that set up during 
the war. Yet it is within the framework of war-time statutes and emergency 








WHAT TECHNIQUE FOR PRICE CONTROL ? 159 





powers that the controllers must work, and a knowledge of the war-time 
methods is therefore a pre-requisite of any constructive approach to present 
problems, as well as of any attempt to discern how the authorities may 
attempt to solve them. 


THE WAR-TIME CONTROLS 


The first war-time statute was the Prices of Goods Act, 1939, which 
provided for the form of price control known as “ price regulation,’”’ and for 
the establishment of the C.P.R.C. Under the very rudimentary method 
provided for in this Act, manufacturers and traders were forbidden to increase 
their prices above the pre-war level by more than the amount, per unit, of 
any increases in certain scheduled costs after a prescribed base date. This, 
in other words, was the principle of the constant profit-margin per unit, resulting 
in differential maximum prices for each firm. The fact that the base date 
is now so remote has rendered this form of control obsolete; its use is still 
retained in only a very few cases, sometimes supplemented by voluntary 
agreements with manufacturers. Even as early as 1940, however, its ineffec- 
tiveness and crudity became apparent. First, since unit costs (as defined in 
the Act) rose as soon as turnover slackened, prices were directly inflated by 
the limitation of civilian supplies and by the concentration schemes. Secondly, 
there were endless difficulties of definition—the cardinal problem in any form 
of price control—and the authorities soon found themselves faced with the 
prospect of endless negotiations about the interpretation of the provisions. 
Thirdly, and above all, since each of the thousands of traders concerned had 
his own legal maximum for each article (i.e. the maximum dictated by analysis 
of his own costs per unit), attempts at enforcement (in the case of all but the 
largest and most obvious cases) proved both impractical and invidious. 

The Goods and Services (Price Control) Act of 1941 sought to meet some 
of these difficulties. This Act, which is still the basis of most price-control 
measures in this country, other than those that sprang originally from emer- 
gency defence powers, enabled three possible new methods of control. The 
first of these was that of “ direct price fixing ’’—that is, the prescription 
of a maximum price (or maximum “ mark-up”’ in appropriate cases) in 
terms of a cash amount, applicable to all suppliers or to a defined group of 
suppliers of the article in question. The second was the “ cost plus ’’ system, 
whereby the authorities could order that prices should not exceed the indi- 
vidual firm’s costs of producing and/or selling, together with a limited allowance 
for net profit. The third was the “ freezing’? method; under this the 
authorities could direct that prices should not exceed those charged in a 
prescribed base period. There was also authority to use these methods in 
combination, so that the lowest prite resulting from the application of any 
two or three of these methods had to be applied. 

Of these three methods, the first—that of direct fixing of a uniform price 
applicable to all producers of the article in question—was undoubtedly the 
simplest in operation, once the vexed process of actual price-determination 
had been carried through; it was also the best suited to war-time conditions. 
It had the disadvantage that it could be used only for goods whose speci- 
fications, types and qualities could be readily defined. But in war-time it 
was not difficult to prevent manufacturers from changing their designs or 
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seeking other means to side-step the order. The control of supplies (not 
necessarily only those actually required for use in the particular goods) gave 
the departments a very strong hold on individual manufacturers’ policies— 
and they were supported, of course, by the moral pull of the war effort. Many 
of the most essential goods such as furniture, utility clothing and footwear, 
earthenware, carpets, linoleum, utility bedding and some raw materials were 
therefore controlled in this way, either under the 1941 Act or under the more 
general powers conferred by Defence Regulations. The main disadvantage 
that emerged was that, under conditions of acute shortage, the maximum 
price inevitably became the minimum; the natural check that would have 
been imposed by expansion of the productive capacity of the efficient pro- 
ducers was, of course, inhibited in war-time. Since the prices fixed for each 
group were high enough to prevent loss of necessary supplies through the 
squeezing out of dearer producers, this meant that the cheaper producers 
made grossly inflated profits. The Board sometimes tried to meet this 
difficulty by grouping manufacturers according to their costs and fixing 
different prices for each group. When it did this, however, it found itself 
in the invidious (but, for price-controllers, not unusual) position of handing 
out actual bonuses for inefficiency. . 

This objection was, of course, even more apparent in cases where the 
second method of control permitted by the Goods and Services Act was 
employed—the notorious cost-plus system. Under this system, obsolete plant, 
extravagant administration, and wastage of national resources in any form 
was proportionately and automatically rewarded by increased profits— 
provided only that the expenditure was incurred in an “ approved ”’ item of 
cost. Official spokesmen sometimes claimed that the advantages of this 
form of control were “ its simplicity, comprehensiveness, and the fact that it 
is self-adjusting.’’ They claimed, too, that it was applicable to new lines for 
which there was no past base period. Besides helping “ to ensure that the 
benefits of cheaper production are passed on to the consumer” (a rather 
pious hope, this, in the circumstances) its proponents argued that it might 

‘ be said to encourage maintenance of quality in so far as quality is a function 
of price.’ This last statement was merely another way of saying that the 
rule under cost-plus is “‘ spend more, earn more.” 

The third method allowed under the Goods and Services Act, the freeze 
or standstill at some previous level, was never regarded as more than a long- 
stop authority to deal with the overthrows, or to give the authorities time 
to work out a more “ scientific ’’ system. It made no pretence at any con- 
structive principle, but it was regarded as convenient for controlling services; 
it was also used for non-utility apparel, hardware, housing fit-nents and a 
large assortment of miscellaneous consumer goods. 

There is little need to detail here the infinite variety of refinements and 
definitions that were added from time to time to enable these war-time price- 
control arrangements to be operated reasonably effectively. A few examples 
will suffice. It was found necessary to lay down regulations about the giving 
of invoices and to prescribe their form, to prohibit auctions of price- controlled 
goods except under licence, virtually to prohibit hire-purchase transactions 
(partly because of the complications arising out of the difference between 
the cash and instalment prices), to prohibit conditional sales and the barter 
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of price-controlled goods, and to restrict resales. The ever-rising pyramid 
of hole-stoppers stopped short only of attempting to control sales between 
private persons. 


RE-SHAPING THE SYSTEM FOR PEACE 

The two war-time statutes are still operative; the legal basis of present 
price controls rests upon them and upon Regulations 55 and 55AB of the 
Defence (General) Regulations, 1939, the Defence (Price Control) Regulations, 
1945, and the Supplies and Services (Transitional Powers) Act, 1945, as 
extended by the Supplies and Services (Extended Purposes) Act, 1947. 
Since the immediate post-war transition phase ended, however, there has 
been steady progress along two main channels of liberalization. First, the 
more detailed methods of price control (such as the cost-plus system that 
in effect prescribed a differential maximum for each individual supplier) have 
been abandoned in favour of industry-wide price fixing; and, secondly, more 
and more goods outside the utility ranges have been freed from control 
altogether. 

The progress towards industry-wide and uniform price maxima has not 
been without its difficulties. From the earliest days it was, of course, necessary 
to stipulate minimum standards of quality for price-controlled goods. For 
practical reasons these standards obviously had to be below rather than above 
the general average of any given grade. Naturally, this led, and must always 
lead, to a depression of quality towards the lower edge of the margins. As 
this deterioration proceeded, the scope for evading price control by skimping 
quality became more and more obvious. Even before the war ended, some 
manufacturers were increasingly searching for legal methods of evading price 
control. This search has inevitably grown since the war, as commerce has 
gained more elbow-room, as the “ moral’”’ sanction has diminished, and, 
some cases, as resentment has piled up against the fiscal measures of a Govern- 
ment regarded as congenitally ‘‘ anti-business ’’. It was, in fact, partly because 
price control of any sort has been found to be much more difficult to enforce 
in peace-time even than in war that the departments began, from 1949 onw ards, 
to divert their energies, where politically practicable, towards scrapping controls 
altogether 

THE NEW SyYsTEM 

These two movements—the one towards simpler price control and the 
other towards less price control—are now to stop abruptly. Mr. Gaitskell 
announced in the economic debate that all decisions that have been taken to 
lift price control since the war will be reviewed, and that a return to more 
detailed methods of control over other goods will be considered. Does this 
mean that the departments are now to dive blindly back into the jungle, or 
are ncw methods of approach to be devised ? 

Mr. Gaistkell seemed to claim in his speech that some new principles are 
to be tried. Where a return to the cost-plus system is envisaged, he explained, 
it will be to cost-plus with modifications: 

In order to meet the objection that this [cost-plus] method penalizes efficiency 

—it always was the difficulty about it—and encourages inflation of costs, the 

President of the Board of Trade has in mind to provide for two price ceilings, below 


the lower of which cost plus would not operate, manufacturers being free to choose 
which ceiling they will use. 
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Sir Hartley Shawcross later expounded his intentions in the following way: 
Under the new system . . . prices will be fixed not in relation to average costs 
in the whole industry but to the costs of each manufacturer who will be allowed 

to charge either his actual costs plus a fixed margin for reasonable profits or a 

maximum ceiling price whichever is the lower. 

But in order to encourage the efficient low-cost manufacturer we shall also have 

a second and lower ceiling price. Manufacturers will be able to sell at that price 

if they choose, without having the cost-plus system applied to them. 

Despite Mr. Gaitskell’s claims, there really seems to be nothing new in this 
system at all. It is merely the re-introduction of a device that has been used 
before, as a half-way stage between the cost-plus system on the one hand and 
direct price fixing combined with cost-plus on the other. A joint system of 
the kind contemplated, with the supposedly “ new ”’ device of a double ceiling, 
is in fact still in operation in at least one industry—the glove industry—and a 
similar system was at one time applied to hosiery. For this reason the system 
for gloves deserves particularly close scrutiny: it may be the prototype of 
many schemes that will shortly be worked out. 

Under the present Gloves Order* a manufacturer may register for utility 
production and use utility cloth—provided he does not supply non-utility 
gloves exceeding one-third by value of his total production (excluding, how- 
ever, industrial gloves and production for scheduled organizations). Non- 
registered manufacturers may not supply more than £6,000 worth of gloves 
per annum. The maximum price for each variety of utility gloves is fixed 
at cost plus 5 per cent., subject to a specified overriding maximum price. 
There is also, however, a “‘ standard maximum price ”’ at a lower level; if he 
sells below this standard maximum the manufacturer is not subject to costing 
at all. The original order laid down separate prices for no fewer than seven 
dozen specifications and types; among other necessary refinements it laid 
down the minimum value of the material used. It seems that the standard 
maximum is, in fact, pitched at a sufficiently high level to ensure that most 
manufacturers are able to sell at or below it, thus avoiding the cumbersome 
and time-wasting processes of costing. 

If this “‘ gloves’ system really is to form the pattern for new methods 
of price control, British industry is going’ to be faced by some queer dilemmas. 
A strange choice is pre sented to each intending manufacturer of articles 
controlled in this way. If he expects that his profits on selling at the lower 
‘standard maximum ”’ would be less than the maximum profit allowed in 
the prescribed cost formula, then it will pay him to inflate his costs so as to 
sell as near to the ceiling price as he dare aim—provided he is operating in 
an industry in which there is no excess production. If there is excess produc- 
tion, the ceiling price will be non-effective, and sales will be made up to the 
point between the two ceiling prices at which supply and demand equate. 
In short—provided the prescribed profit rate is not below what is regarded 
as the appropriate rate for the trade concerned—all that happens is that a 
pattern of various prices is established not greatly differing from what might 
be expected to occur without any control at all. This seems to be what has 
happened with gloves. If anything, in fact, the average pattern of rates 
established has tended to be higher than it would have been without control, 





*S.1., 1950, No. 1282. 
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because of the incentive for a certain proportion of manufacturers to inflate 
their costs. 

It is possible, of course, that the authorities do not intend to operate 
their new controls as loosely as the system for the gloves industry seems to 
have operated. They may intend, when setting up the new “ dual ” systems, 
to depress profits below their standard rate, and to see to it that manu- 
facturers will not be able to make as much money in dealing in price-controlled 
goods as they would in non-price controlled goods within their manufacturing 
scope. But if this is the intention manufacturers will have a constant incentive 
to evasion and to divert manufacturing capacity away from the price- 
controlled (and almost by definition the more essential) sector to the uncon- 
trolled sector. This dilemma was discussed in THE BANKER as long ago as 
September, 1943, in an article dealing with the inherent difficulties of price 
control over consumer goods after the war. All that has happened since has 
served to confirm the prognosis then given. 

One peculiar difficulty among the many that confront the price con- 
trollers at the Board of Trade is that many of the manufacturers whose prices 
they will be striving to control will also be making—or could also be making 
—goods outside the price control sphere. If the prices the Board fixes 
are unprofitable, there will tend to be a diversion of manufacturing capacity 
in directions that the Government does not want; it is much more likely, 
therefore, that prices will eventually come to be fixed at about the level that 
they would have reached in any case—except that they may be slightly 
raised by the administrative burden and by the cost inflation that is a by- 
product of inflexibility. Some of the few cases where the Board may be 
able to push down prices will be those in which it has control over supplies 
of raw material; in these cases, however, there will still be plenty of scope 
for legal evasion by skimping quality. In administering the utility schemes, 
the Board has the additional advantage that price-controlled goods are almost 
the only ones that can be sold on the home market, for these alone are free 
from purchase tax. But it is surprising how often competition, rather than the 
Beard’s ukases, has been the dominant force determining utility prices. Even 
in times of quite high demand, manufacturers have sold below the stipulated 
maxima—and have still made a “‘ normal ”’ profit. 


THE MINISTRY OF WoRKS’ EXPERIENCE 

The field of price control patrolled by the Ministry of Works differs from 
that patrolled by the Board of Trade because there is less scope for manu- 
facturers to switch to uncontrolled goods—partly because of manufacturing 
inflexibility and partly because nearly all building materials have been 
adjudged ‘‘ scarce ” and therefore controllable. The Ministry’s attitude since 
the war has therefore been particularly revealing—and particularly depressing. 
For it is impossible to study its record without deciding that it has been 
constantly influenced by the belief that it is more important to the national 
economy that business men should be prevented from making large paper 
profits than that they should be efficient in the use of national economic 
resources. 

An untamed example of this was the recent defence by the new Minister, 
Mr. George Brown, of the selective price control of plasterboard. The back- 
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ground of this case is strikingly illuminated by a statement issued by the 
Department in 1946 for the enlightenment of the building materials industry, 
The objects of the Department’s price control policy were stated to be “ to 
ensure that prices shall be kept at a reasonable level during the period of 
scarcity and high demand, and that while on the one hand adequate produc- 
tion and distribution shall be secured, on the other manufacturers and distri- 
butors shall not make unreasonably high profits ’’. The total incompatibility 
of achieving these objectives with maximum efficiency in the utilization of 
resources stands out prominently from two further extracts from this statement: 











[In some industries the costs of producers may vary very widely and the fixing 
of a price which will cover the highest cost producer whose output is necessary 
may enable the low cost producer to make unreasonably high profits. Four ways 
of dealing with this situation are : 

a) A pooling system within the industry—this almost inevitably carries 







with it the necessity for a quota system. 

») Government purchase of the whole output and resale at a fixed price— 
this applies to certain raw materials. 

\ subsidy to high cost firms financed by a levy on all sales—this may 
increase the selling price of the product. 

d) The fixing of different prices for different producers—this involves diffi- 
culties of distribution unless the products of particular producers can be confined 
to particular areas. If this cannot be done, orders tend to go to the low price 
producers to the exclusion of the high price firms with the consequent over- 











loading of the low price producers. 





Another passage in the same statement read: 





Special cases exist where producers within an industry operate in circum- 
stances so radically different from each other as to make comparison impossible. 






Examples of such cases are : 
1) Where the product is the prime production of one maker and a by-product 
of another process by another maker. 
, (2) Where there is a very wide difference in the raw materials used or in the 
processes of manufacture followed by different producers. 
In such cases the Departments discuss with the industries concerned the best 
method of bringing unrepresentative costs into the overall picture, having regard, 
among other factors, to previous commercial practice. 









The cynic might paraphrase all this, of course, by saying that by hook 
r by crook some means must be found of preventing cheap producers from 
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getting business from dear producers. In the plasterboard case, Mr. Brown 
explained, British Plasterboard’s competitors are allowed a higher price 
because they are not able to acquire their raw material so cheaply. Apparently 
oblivious to the fact that being well placed in relation to raw materials is one 
of the major factors in efficiency, he went on, with quite unconscious banality: 
‘When one is talking about penalizing efficiency one ought to take all that 
into account.” 


CONCLUSIONS 

What are the conclusions to be drawn from this analysis? The first is, 
of course, that price control always reduces industrial efficiency and thus 
depresses the general standard of living. That depression of living standards 
is unfortunately not of the sort that beats insistently on the windows of 
Whitehall or that shows up in quotable statistics. There is no monthly 
bulletin giving figures of the ventures that were not launched, of the revolu- 
tions in existing practice that did not occur, of the economies that were not 
made because of the deterrent effect of some obscure Statutory Order. So long 
as there is any chance that price control may make goods seem cheaper for 
the electorate, long-term considerations of this sort will always tend to be 
disregarded in a democracy at a precarious point of party political balance. 

The second conclusion that seems to eme rge from this analysis, however, 
is that prices of consumer goods often do not tend to be brought down by 
price control—at any rate where there is scope for manufacturers to switch 
their production into the uncontrolled sector or to skimp on quality. It has 
been suggested above that the “ two-tier ’’ system recently proposed by 
Mr. Gaitskell and Sir Hartley Shawcross would be particularly likely to bring 
prices to rest at a level slightly above those they would have attained in a 
free market—except in cases where they are pitched low enough to provoke 
an undesirable diversion of supplies. About the only case where control 
may lead to immediate reductions in prices and profits is in fields where 
production is inelastic and cannot easily be switched—rent control and certain 
materials controlled by the Ministry of Works are obvious ex camples. But 
here the long-term additions to costs and thus to eventual prices caused by 
the strangulation of efficiency are likely to be especially severe. 

Finally, if all these arguments are dismissed on political grounds, this 
analysis suggests that more extended price control; if come it must, should 
take the simplest form—that of fixed and uniform maximum prices. If there 
are to be two-tier maxima, let the lower standard be fixed so that only the 
very high cost manufacturers are precluded from selling below it; the fewer the 
producers that are obliged to sell on the cost-plus system—which always inflates 
prices—the better. Above all, let it be recognised that such easy-sounding 
phrases as ‘“‘ reasonable profits ’’ are based on a conception of static costs that 
is deeply inimical to the economy. It ought to be superfluous to urge that 
exploitation of differences in costs (through efficiency, better placing in “regard 
to raw materials or markets, more economic plant and greater reliance on 
by-products) is the mainspring of economic progress. But all recent experience 
of price control goes to show that price controllers, however reluctantly, seem 
bound to ignore it. 
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Inflation in Australia 
By Peter Davies 


N few countries has the inflationary impact of the post-Korean upswing in 
| commodity prices been as severe as in Australia, and in few countries have 

the Government's attempts to soften the blow been so woefully impeded. 
Last month, Mr. Menzies, the leader of the Liberal-Country Party Government, 
proposed a legislative programme that embraced virtually every antidote for 
inflation known to the wit of man—except revaluation of the Australian pound, 
which is still adamantly opposed by the Country Party. He then submitted 
these proposals to a special nation-wide conference of Ministers, States Premiers 
and leading representatives of industry, agriculture and labour. At the con- 
ference, all these sectional interests argued forcefully for each measure that 
would hurt the other fellow, but even more forcefully against those that would 
hurt themselves. Mr. Menzies is therefore faced with the prospect that his 
present programme may be as sadly whittled down as was the programme 
that he proposed last October—unless he is as bold in action as he has been in 
the construction of his proposals. Meanwhile inflation and public discontent 

re both growing apace. 

To understand Mr. Menzies’ present difficulties, it is necessary to delve 
back into the history of the present Australian inflation. Even before world 
rearmament began, the Australian economy was in the grip of powerful infla- 
tionary forces. Export income was increasingly buoyant after the devaluation 
of the Australian pound and the recovery of business activity in the United 
States from the recession of 1949. Internally, expenditure by the Federal 
Government was rising, and capital investment and personal consumption were 
higher than ever before. When the Liberal-Country Coalition Government, 
headed by Mr. Menzies, took office at the end of 1949, retail prices were rising 
at the rate of 10 per cent. per annum. By the summer of 1950 the pace had 
quickened, and at the time when other countries were ruminating on the 
possibility of a “‘ dash for freedom ”’, Australians were still trying to think up 
new restrictive measures to damp down the continual rise in the cost of living. 

It is not surprising, therefore, that the dramatic climb in wool prices at the 
first Dominion auctions after Korea was received with mixed feelings in 
Australia. The inflationary implications were widely appreciated—and feared. 
From August, 1950, when the new Commonwealth season began, until early 
April, wool prices rose without pause. The average price of greasy wool, 
which in August was 107.56d. per lb., had risen by January to 179.02d. per lb., 
and reached a peak of 202.2d. per lb. in March—or almost three times the 
price in March, 1950. When, early in April, American buyers withdrew their 
support, the market reacted sharply, the price of some grades falling by as 
much as 40 per cent. But this could not prevent the Australian wool cheque 
for the year to June, 1951, from reaching {A 636 millions, against £A 287 
millions in the whole of the previous season and £A 61 millions in 1936-37, the 
most prosperous season before the war. Australian wool growers have thus 
received more for one month’s clip i in the season that has just ended than they 
received for the whole season’s clip before the war; one grazier received a 
single cheque for £A 500,000 and others earned nearly as much. 

The injection of this great stream of additional purchasing power into an 
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economy already suffering the evils of over-full employment was bound to 
lead to marked acceleration in the price-cost spiral. Table I shows the move- 
ment of the three basic Commonwealth price indices since 1947. During and 
immediately after the second world war, Australia was remarkably successful 
in holding down prices and wages by extensive controls. Since 1947, however, 
inflation has come into the open and gathered speed. The retail price index, 
covering food, groceries, housing, clothing and miscellaneous expenditure, rose 
by 12 per cent. last year, and by over 4 per cent. in the first quarter of this 
year. The more volatile index of wholesale prices has risen still faster, while 
the biggest rise of all has been in the index of hourly wage rates. Basic wage 
rates in Australia are automatically adjusted to movements in the cost of 
living index; the tendency for one twist in the inflationary spiral to lead to 
another is thus enshrined in the economy with the sanction of law. The basic 
wage in late 1950 stood at {A 7 6s. od. a week; in December the Arbitration 


TABLE I 
AUSTRALIAN PRICES AND WAGES 
(1936-37 and 1938-39 = 100) 
Wholesale Retail Prices 
Prices Food and Groceries All Items Wage Rates 
1947-48 i. = "— 1600 133.3 139.3 1606, 


1948-49 Baye 4 ae 180 153.1 152.8 190. 3 
1949-50 — P rh 207 1696.4 166.9 206. 
1949-50 : 
December. . a S 203 167.0 165.3 204.4 
March ca 5% an 210 170.3 168.2 208.7 
1950-51 : 
December. . aS 242 
2 
=F 


196. 3 185.3 244.3 
March 


2 208.5 193.2 N.a 
Court awarded an increase of {A I a week and the first half of 1951 has brought 
successive additions. In Sy dney the basic wage is now £A g 13s. od. a weak 
compared with £A 4 2s. od. in 1939. Even these figures understate the scale 
of the wage inflation that has dev eloped in Australia. Most awards include 
provisions for increases above the basic rate for extra skill and experience, 
while many employers are compelled to offer considerably more than the basic 
wage in order to attract labour. It has been estimated that average weekly 
earnings in Australia at the end of 1950 were Arr 3s. od.—or over £3 per week 
above the minimum wage. 

The rise in wholesale and retail prices and wage rates has been accompanied 
by a striking expansion in the supply and turnover of money, especially in the 
first quarter - of 1951. The note issue at the end of this quarter was 15 per cent. 
higher than a year before; while trading bank de posits rose in the quarter by 
over 13 per cent. to {A 1,285 millions, an increase of £A 278} millions over the 
previous March. Moreov er, the velocity of circulation is rapidly mounting; 
bank clearings in March, 1951, were nearly 30 per cent. higher than in March, 
1950. 

The wage-price spiral and the alarming increase in the volume of currency 
and bank deposits are the most obvious symptoms of inflationary pressure in 
Australia. A less obvious—but in the long-run more dangerous—symptom is 
the gradual decline in industrial efficiency. Although the value of industrial 
production has climbed steadily since the war, thanks to higher prices and 
increased industrial manpower, output per head has barely risen—indeed, 
without extensive mechanization it would have fallen. The Australian Tariff 
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Board, which recently carried out a detailed investigation of the comparative 
efficiency of Australian, British, and American industries, found that produc- 
tion costs have risen faster in Australia than abroad. There have been two 
main reasons for the disappointing trends in production. First, as in Britain 
during the “ Daltonian ”’ inflation of 1946-47, secondary and tertiary industries 
—mushrooming forth to meet boom-time demands—have sucked resources 
away from less congenial employment in the basic industries. The rhythm 
of industrial production is constantly disturbed by shortages of coal, steel, 
electrical power, cement and other key materials. According to the latest 
available official statistics, summarized in Table II, coal output in January 
and February this year was some 15 per cent. lower than in the same period 
last year; pig iron was some 20 per cent., steel 17 per cent., and cement 12 
per cent. lower. On the other hand, the output of refrigerators, to quote 
only one example of the rapid expansion of less essential industries, was 
13 per cent. higher. Table II shows that these trends are not new; the basic 
industries have lagged behind the rest of the economy for over a decade. 

In the second place, productivity in Australian industry has been ham- 
pered by the growing frequency of strikes, lock-outs, and go-slow movements, 
In the past two years the Dominion has lost more working days through 
stoppages than any other important industrial country. This weakening of 
industrial discipline is largely a consequence of the severe shortage of labour 
caused by the inflation, although the disruptive activities of the Australian 
Communist Party have played a part. 

What are the prospects for a lessening of inflationary pressure now that 
wool prices have turned downwards ? It would be wrong to attribute the growth 
of inflation in Australia since the war wholly to the fantastic increase in wool 
earnings. There have really been three basic reasons for the increase in 
spending power. The first of these is the heavy export surplus that the 
Commonwealth has been running. Although the rise in the value of wool 
exports has contiibuted handsomely to that surplus, other export receipts— 
notably for zinc, lead, meat, and dairy produce—have been increased by the 
post-Korean rearmament and stockpiling boom; imports, on the other hand, 
have not expanded correspondingly. In the year to June 30 last, exports 
totalled over {A 981 millions and imports {A 743 millions. This meant that 
the export surplus rose from {A 76 millions in 1949-50 to £A 239 millions in 
1950-51—or to well over 10 per cent. of national income. Asa result, Australia’s 
total international reserves, which on the eve of the second world war stood 
at around {A 56 millions, had soared to £A 676 millions by the end of 1950. 
These reserves now total some fA 700 millions, chie fly in London funds. 

A second major inflationary influence in the last few years has been Austra- 
lia’s fiscal policy. Government expenditure *as risen rapidly; the cost of the 
social services and general administration has doubled since the war. In 
addition, Australia, like Britain, is now embarking upon a three-year defence 
programme. In the fiscal year 1949-50 defence expenditure totalled only 
£A 54 millions. In 1950-51 it jumped to £A 100 millions, or about 4.5 per cent. 
of gross national product, and it is scheduled to reach £A 200 millions in the 
current fiscal year. Although taxation has been stepped up as Government 
expenditure has risen, the budget has not been used as a positiv e anti-infla- 
tionary weapon. Current Federal expenditure in the nine months ended 
March 31 last was substantially above current revenue. 
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A third basic source of inflationary pressure in Australia has been the 
heavy capital investment outlays, public and private. Most public investment 
is designed to abso1b the continuous stream of immigrants from the United 
Kingdom and Western Europe. The Government stands by its contention 
that this expenditure cannot be considered excessive and is in the long-run 
interest of the Australian economy. Private investment, however, has not 
only been plainly excessive but misdirected. Far too much has been devoted 
to secondary industry—particularly to the motor vehicle industry—at the 
expense Of heavy industry, mining, and transport. It has been estimated that 
in the fiscal year 1950-51 these three basic inflationary forces—the external 
surplus, the public authorities’ deficit and net capital investment—have 
ageregated some {A 600 millions. On the other side of the account, savings 
were estimated at only £A 320 millions. Hence, Australia’s “ inflationary gap ” 
in 1950-51 has been of the order of £A 280 millions. Similar estimates suggest 
that the gap in 1949-50 was £A 156 millions, and in 1948-49 £A 139 millions. 

TABLE II 
AUSTRALIAN INDUSTRIAL PRODUCTION 


(Monthly averages) 
Domestic 


Black Coal Pig-Iron Ingot Steel Cement Bricks Refrigerators 

(ooo tons) (000 tons) (o00 tons) (000 tons) (millions) (000’s) 
1938-39 ce se 1,016 92 97 72 60 2.5 
1946-47 ce ak 1,181 95 109 74 41.4 5.7 
1947-48 oe ee 1,226 103 112 84 48.2 9.4 
1948-49 1,257 87 98 86 51.4 3 
1949-50 a 1,242 go 100 97 48.8 £2.97 
Jan.-Feb., 1950 1,146 109 115 94 45.8 11.8 
Jan.-Feb., 1951... 980 87 96 83 47-7 13.3 


Most informed Australians are well aware of these sombre facts and agree 
that drastic measures are necessary. But there seems to be no agreement at 
all about what measuies would be “ fair’’. The farming interests bitterly 
oppose proposals to freeze receipts from the sale of wool and other agricultural 
produce and tend to blame the high level of industrial investment for the present 
state of affairs. The industrialists in turn resent the introduction of an excess 
profite tax, arguing that it is the trade unions and their selfish demands for 
higher wages that are pushing up costs and prices. The strength of these 
separate sectional interests—and the weakness of politicians in face of them— 
has completely hamstrung effective management of Australia’s affairs. 

The fate of Mr. Menzies’ legislative proposals of Iast October provides an 
object lesson in Australia’s present problems. These proposals, which were 
part of an effort to redeem the Government’s election pledge to “‘ put value back 
into the Australian pound ”’, were very widely drawn. They included: control 
over new capital issues and a substantial cut in public works expenditure; 
increased indirect taxation; an industrial production drive; a savings cam- 
paign; economies in Government administrative expenditure; closer super- 
vision over bank lending; an excess profits tax; and prepayment of income- 
tax by wool-growers. These proposals immediately evoked the violent hos- 
tility of sectional interests and, so far, only the tightening of selective controls 
over bank credit and new issues, together with the tax prepayment scheme 
for wool farmers, have been seriously applied. 

The pitiful inadequacy of these measures has been all too apparent. The 
unpalatable truth is that the inflationary spiral that has developed will only 
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be checked by determined budgetary and monetary action, a sparing but 
vigorous applic: ition of physical controls, and an end to the present forty-hour 
week and to Communist sabotage in the key sectors of the economy. It was 
Mr. Menzies’ recognition of this that led him to summon the nation-wide 
““ Sydney Conference ’’ of last month. At that conference he called for a review 
of all public works programmes in order to divert labour and materials to the 
basic industries; a reduction in private investment; restrictions on the 
growth of bank credit and hire purchase credit; and control over new capital 
issues. Last, but not least, he announced the Government’s intention to run 
a budget surplus in the current financial year; this will entail heavier taxation 
and sweeping economies in the administrative expenditure of the Common- 
wealth Government. The Sydney conference was followed by a meeting of the 
Australian Loan Council to discuss the co-ordination of counter-inflationary 
measures. The Council agreed to raise the rate of interest on Government 
loans and to restrict hire-purchase, but passed responsibility over the rest of 
the programme back to the Federal Government. 

It is too early yet to say that the Sydney programme will fail to run success- 
fully the gauntlet of sectional interests, and thus meet the fate of earlier plans 
—though the reception given to Mr. Menzies’ proposals was not very encoura- 
ging. In one respect, however, the Government’s prospects are brighter than 
they were in October. Mr. Menzies is no longer handicapped by an aggressive 
Labour majority in the Commonwealth Senate; the elections of last April 
gave him a working majority in both Houses of Parliament. But other 
obstacles to a realistic assault on inflation remain, notably the anachronistic 
Commonwealth Constitution which endows the Government at Canberra with 
only limited powers and devolves much responsibility upon the States. Thus, 
the control over new capital issues, which was introduced last February, has 
been challenged in the courts, while the recent Defence Preparations Act, 
which confers upon the Federal Government wide powers of control over the 

economy, is already under heavy fire from vested interests that question its 

constitutional legality. Firm measures against the Communist Party, which is 
fomenting labour indiscipline, seem impossible now that the legislation banning 
the party has been declared ultra vires by the High Court. 

The basic reasons for inflation in Australia are easy enough to diagnose, 
and measures for curing it are only too easy to propound. Thanks to the 
lessening of inflationary pressure that the downturn in wool prices should bring 
with it, it may even be that Mr. Menzies’ proposals to the Sydney conference 
would be sufficient—if they were put immediately into effect. If they were 
not sufficient, then there are other weapons—including appreciation of the 
Australian pound and a further trimming of the public investment programme 
—for which a good case can be made. But Australia’s crowning misfortune 
since the war is that economic action has constantly had to wait on political 
wrangling. Meanwhile, the rise in prices, which is acutely uncomfortable in 
the short. term, and the drag on industrial efficiency, which may be disastrous 
for the long term, continue. If ever primary prices turn seriously downwards 
the inflated Australian economy will face a very serious period of re-adjustment; 
it is probable that that period of re-adjustment will be cushioned by a still 
heavier public investment programme—backed by drafts on Australia’s 
£A 700 millions’ worth of sterling balances, just at the moment when this 
drain on productive power will be least easily afforded by the sterling area. 
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Lessons of German Monetary Policy 


HE German chameleon has changed colour for the third time in eighteen 
"bewildering months. The crisis that racked the economy of the Federal 

Republic in the second half of 1950—and that nearly sank the frail ship 
of the European Payments Union so soon after its launching—is over. Germany 
has now repaid the whole of her special borrowing from E.P.U. and is rapidly 
regaining the gold that she previously lost to it. She has resumed the even 
tenor of her previous way—a way that has enabled her to increase industrial 
production at the extraordinary rate of 30 per cent. per annum ever since the 
currency reform of June, 1948, and to quadruple the value of her exports in 
less than three years. 

Throughout this period the Bonn Government has not adopted the British 
method of trying to trim demand to match available supply by budgetary 
surpluses and physical controls over investment. It could not have done so 
even if it had wished to. The federal constitution of the republic and the 
inefficiency of the German tax-collecting machine set up too many difficulties. 
The main cutting edge against inflation in Germany has therefore been the 
dear-money policy of the Bank Deutscher Laender. Governments and bankers 
everywhere can learn a great deal from a close study of why this monetary 
policy has worked so well in thirty-three of the thirty-nine months since 
currency reform—and why it failed so abysmally in the second half of 1950. 

The Bank Deutscher Laender started on its career with certain great advan- 
tages. At the time of the currency reform all sectors of the community— 
workers, industrialists and Government alike—recognized the cardinal impor- 
tance of restoring confidence in the national currency. The D-mark was there- 
fore created as a deliberately “‘ scarce ’’’ internal currency—“ scarce’’, that is, 
even for the level of production and business activity then obtaining (which 
was some 40 per cent. below the 1938 level). Since the currency reform, 
production has more than doubled, and the D-mark has therefore become 
“scarcer’’ still. In order to meet the demand for short-term credit to 
finance the new and rising level of production, the commercial banks have 
had to come, cap in hand, to secure the requisite expansion of their cash 
base by discounting bills with the central banking system. The central 
banking system thus found itself in the same strategic position as a cashier at 
the end of an impatient cafeteria queue. It seemed to have absolute control 
over the rate of flow of new business—so long, that is (to use the phrase over 
which the Bank Deutscher Laender always metaphorically licks its lips in its 
annual reports), as the commercial banks remained “ illiquid ”’. 

This system of control worked so well that by the second quarter of 1950: 
Western Germany had managed to attain a small surplus (of just over Dm. 11 
millions) in her foreign trade. For a people that was still living amid rubble, 
and that was importing more from abroad than it had done in 1936, this was 
a remarkable achievement; the volume of exports had then more than doubled 
since currency reform, and it was to go on rising rapidly throughout the year. 
It was natural, however, that this apparent attainment of viability should 
have turned the German Government’s thoughts to the other pressing social 
and economic problems of a war-shattered land. Chief among these was the 
fact that unemployment in February, 1950, had reached a peak of 2 millions 
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—or 15 per cent. of registered wage and salary earners. The notion began to 
gain ground that a little less disinflation could be afforded. 

The importance of this turn-round in German Government policy in early 
1950 must not be exaggerated. The public authorities were already providing 
funds for new real investment at a rate of about Dm. 5,000 millions a year (total 
real investment was at a rate of about Dm. 16,000 millions a year and total 
national income about Dm. 90,000 millions). Some of this public sector lending 
was not directly financed by drafts on private savings—especially the loans 
that were made from the so-called counterpart funds—but as a great deal 
of current private saving was not seeking real investment outlets, the Govern- 
ment’s policy was not necessarily inflationary. The modest proposed increase 
in publicly financed investment that was propounded in February, 1950, 
the so-called ‘“‘ Work Creation and Housing Programme” and the special 
measures to encourage investment in export industries, was therefore justi- 
fiable on economic grounds; and so probably, in view of the stagnation of the 
private capital market, was the Government’s request to the central bank to 
assure some degree of liquidity to the paper used for the financing of part = 
this programme by offering rediscount facilities to it. Shortly afterwards, i 
April, the Government carried this policy of work creation a little further by 
a new Income Tax Law that provided for a reduction in—and indeed in some 
repayments of—income taxes. 

The authorities at the Bank Deutscher Laender recognized that the net 
effect of all this would inevitably be that the commercial banks would be 
irrigated with new loanable funds (springing from the public authorities’ 
increased deficit) in the summer of 1950. It is fair to say, however, that they 
did not regard this prospect with undue alarm. Since Germany still had 
unemployed resources, it could be argued that the new investment would 
involve a strain upon the economy only if it turned the balance of payments 
back to a dangerous deficit (through increasing demand for imports or through 
causing internal pre-emption of potential exports). And if the balance of 
payments did turn adverse, this would lead to an immediate decline in deposits 
at the commercial banks, so that the latter would be forced back to raising 
money from the central bank on rediscounts. The watchdog of the German 
economy would then regain full control over the cash base. 


THE START OF THE SPENDING SPREE 

It was at this stage that the fighting in Korea broke out, with rumours of 
war in Europe following hard on its heels. In view of Germany’s experience 
of hyper-inflation following two world wars it is not surprising that this led to 
an immediate and exceptional upsurge in personal consumption; there was 
some excuse for the emotion, “eat, drink and be merry, for to-morrow we 
die’’. Much of this increased consumption was financed by withdrawals from 
past or current savings; the German authorities have estimated that over 
Dm. 1,600 millions may have been injected into retail consumption from this 
source between July, 1950, and March, 1951. In addition, however, the 
tax reductions and the new investment programme were increasing disposable 
incomes without any corresponding increase in the supply of consumer goods 
or services. All this, of course, was largely outside the control of the central 
banking authorities. It was not until the increase in consumption worked 
its way through to a deterioration in the balance of payments, and the latter 
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reduced the liquid funds of the commercial banks, that the guardian of the 
cash base would feel compelled to—indeed effectively could—take remedial 
action. 

The deterioration in the balance of payments was not long in coming. 
Table I shows the extent of that deterioration, but it does not show all the 
factors that made the deterioration so large. It will be seen from the table 
that exports went on rising throughout the crisis. Foreign exchange receipts 
from export earnings were, however, reduced by two circumstances: First, 
before July, 1950, there had been some speeding up of payments to Germany 
by countries anxious to exert their free drawing rights under the old Intra- 
European Payments Scheme; and, secondly, from late summer onwards, 
German exporters began to hold their earnings abroad for as long as possible, 
since they believed that sterling and its associated currencies might be revalued 
but that the D-mark would retain its existing dollar value. Simultaneously, as 
the table shows, imports began to soar upwards. This was partly due to the 

TaBLE I 
GERMANY’S FOREIGN TRADE BY QUARTERS 
(D-Marks millions) 














Balance with: 
Dollar Area* .. oy Pm + 46 Zz: | 21 + 266 
Sterling Area... it a — 214 2 2 | — 429 
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Total Exports 6s ne 1 | = See 1,78 | 176 | 2,891 
Total Imports ie ac a 1,953 — 1,778 | ,316 3,305 











* Excluding imports paid ‘fe or by foreis gn aid, ‘which amounted to $481 millions (about Dm. 2 
millions) in 1950. 


efforts of importers to “ beat the gun”’ of possible sterling revaluation and 
partly to a very wise rush to restock before commodity prices rose (there had 
been a concomitant drawing down of stocks when prices seemed likely to fall 
just before Korea). The main reason, however, was the upsurge in personal 
consumption; the effect of this on imports was exaggerated by the fact that 
the liberalization of imports that accompanied the signing of E.P.U. opened 
up to German consumers new sources of the consumers goods for which they 
had hungered for over ten years. During this period, too, Germany was 
beginning to import more from sterling area and other E.P.U. countries and 
proportionately less from the dollar area; for the long run this was a desirable 
development, but the fact that E.P.U. compensations were announced monthly 
had the effect of dramatizing Germany’s relapse into deficit—and a certain 
amount of speculation against the D-mark set in. 

By early September the deterioration in the balance of payments had had 
its expected effect in driving the commercial banks into the central bank to 
raise funds. The central banking authorities thereupon pulled out all the 
stops on the organ of credit restriction. In the month of October alone, they 
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introduced four major measures. First, the minimum reserves that the com- 
mercial banks had to hold as deposits at the provincial central banks were 
raised from 10 to 15 per cent. for sight deposits and from 4 to 8 per cent. for 
time deposits (with a similar increase from 8 to 12 per cent. for the minimum 
reserve against sight deposits at “‘ non-bank places’’). Secondly, the pro- 
vincial central banks’ discount rate was raised from 4 to 6 per cent., and their 
rate for advances against securities from 5 to 7 percent. Thirdly, the provincial 
central banks announced that they would take bank acceptances for rediscount 
only from banks that did not increase the volume of their acceptance credits 
beyond the existing level (i.e. the level at October 12). Fourthly, import 
licences already issued were reviewed, more than $500 millions’ worth of dead 
wood (some of them requests for funds by speculators) were cut out from them, 
and the important stipulation was introduced that all future applications for 
import permits should be accompanied by a D-mark deposit at the relevant 
provincial central bank equal to 50 per cent. of the foreign exchange requested. 

These heroic measures—and especially the increase in reserve requirements 
and the stipulation about cash deposits by would-be importers—had a dramatic 


TABLE II 
INCREASE IN GERMAN COMMERCIAL BANKS’ BORROWING FROM THE 
CENTRAL BANKING SYSTEM 
(D-Marks millions) 


Note: In this table all factors that tended to drive the commercial banks as borrowers 
into the central banking system are shown with a (+) sign, and all factors that increased the 
commercial banks’ liquidity vis-a-vis the central banking system are shown with a (-) sign. 
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Factors depleting commercial banks’ funds: 

Increase in note circulation 

Public authorities’, etc., cash surplus 
or deficit 

Drawings on central 1 ank fo: ir foreig n trade 
deficit ; 

of which: Import suspe nse account 

Increase in deposits at central bank 

Of which: Obligatory increase under 
minimum reserve requirements) 

Other Factors 








Borrowing s from preven bank. 





Increase in commercial banks’ short-term loans 
to their own business customers 





effect on the liquidity of the commercial banking system. As Table II shows, 
the commercial banks had reduced their sit. from the central banking 
system by Dm. 404 millions in the second quarter of 1950, and had still been 
able to increase short-term lendings to commercial customers on the firm 
foundation of an enlarged cash base. In the third quarter of 1950, however, 
the commercial banks had to be “ in the central bank system ”’ as borrowers 
to the tune of Dm. 436 millions, and in the fourth quarter they had to borrow 
from the central bank to the tune of no less than Dm. 1,065 millions. 
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FAILURE TO STEM THE CRISIS 

In normal circumstances, this enforced illiquidity of the commercial 
banking system should have led to a sharp contraction in their commercial 
lendings. Table II shows, however, that it did no such thing. Bank lendings 
to business and private customers, which had expanded from Dm. 468 millions 
to Dm. 1,066 millions between the second and third quarters of 1950, rose 
again, to Dm. 1,355 millions, in the fourth quarter. Despite the rise in discount 
rates and the new provisions about acceptance credits, the commercial banks 
went on borrowing from the central banking system, and financed a further 
increase in their loans to their own customers thereby. The reasons for their 
ability to defy all the laws of classical monetary policy were described in the 
1950 report of the Bank Deutscher Laender as follows: 

At the time when the restriction of credits began, the banks had a comparatively 
large stock of bills suitable for rediscount at the Central Bank; and, in contrast to 
what was usual in times of the “ classical’? banking policy, they did not shrink from 
using these bills to obtain Central Bank credits, even if the result was to bring the 
total of their liabilities on endorsements far above their own holdings of bills of 
exchange. In addition to this, the very process of granting credits itself constantly 
led to the creation of fresh paper which was suitable for rediscount. It is true that 
the provision which made the rediscount of bank acceptances conditional on main- 
taining the volume of acceptance credits within stated limits was noticeably effective in 
limiting the creation of this type of paper, which would otherwise have been particu- 
larly easy to produce, because as from November the amount of such acceptances 
in circulation did in fact begin to fall. But evidently the banks found it to an 
increasing extent possible to replace their acceptance credits by ordinary discount 
credits, quite apart from the fact that their normal business in bills of exchange in 
any case provided a large proportion of the banks with a sufficient quantity of 
rediscountable material. 

In short, largely because the commercial banks and the business community 
no longer felt that there was any ultimate and inevitable check on inflation 
(as there was in the old days of fixed exchange rates under the gold standard), 
the central bank now found that it had no effective — over the volume 
of money after all. Inflation and the deterioration in the German balance of 
payments therefore continued; in fact, when the Chinese intervention in 
Korea gave new upward impetus to personal consumption, they were both 
intensified. 

By February Germany’s borrowing rights within E.P.U. had run out and 
the “ special credit ’ of $120 millions granted to her from November I was 
also virtually exhausted. When this was gone, Germany would have literally 
no foreign exchange reserves left. The apostles of orthodoxy therefore threw 
in their hand. Liberalization of imports was suspended and a stricter system 
of import licensing (in fact, a temporary stop on all new import licences at 
all) was introduced. The commercial banks were warned of a “ state of mone- 
tary emergency ”’ and curtly requested to reduce their credits to trade and 
industry by Dm. 1,000 millions in the course of a few months. This demand, 
the Bank Deutscher Laender sadly remarked, represented a request “‘ that the 
commercial banks should follow a definite course of action, instead of the 
attempt being made, as would have been done if the so-called classical methods 
of credit policy had been followed, to attain the desired reduction of the credit 
volume indirectly by making changes in the conditions for borrowing and 
lending’. Simultaneously, the central bank began to work out plans for new 
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measures of credit control for operation in future crises; these measures will 
be described later in this article. 

Even as the German authorities reluctantly sounded the retreat from their 
previous policy of economic liberalism, the waves of inflation themselves began 
to recede. The reasons for this lay not so much in the new steps as in the turn- 
round in conditions abroad. The minor recession in America suggested to 
German importers that the upsurge in commodity prices was probably ended, 
the course of events in Britain damped down rumours about sterling revalua- 
tion, the exhaustion of past savings in Germany and the improvement in the 
Korean situation brought the internal German spending spree to a close. From 
March onwards Germany began to show a surplus in E.P.U. compensations; 
some $184 millions of the previous cumulative deficit of $465 millions was 
won back in the next four months. The volume of short-term banking credits 
began to turn down from the beginning of 1951; this was partly due to the 
restrictions imposed in the autumn and the new orders promulgated in Feb- 
ruary, but it was Jargely a sign rather than a cause of the return to disinflation. 
For the last three months, on advice from the E.P.U. authorities, Germany 
has restricted its imports from the E.P.U. area to $170 millions a month, but 
there has, in fact, been little sign of insistent upward pressure against this 
quantitative limit. 

THE LESSONS FOR THE FUTURE 

What, then, are the lessons to be drawn from recent German monetary 

experience? The first point is, surely, that the central bank can no longer tum 

conditions of inflation into conditions of deflation in a single afternoon—even 
by raising Bank rate and giving clear notice of its intention to follow a restric- 
tive monetary policy @ outrance. It is unlikely that this lesson is applicable 
to German conditions alone. The commercial world knows well that there 
is now no long-stop to inflation—in the shape of fixed exchange rates—and if 
the central bank announces a restrictive policy in the middle of an inflation, 
those who are endangering the economy by excess buying are unlikely to be 
pulled up short; they may simply assume that the central bank will be unable 
to stop inflation however hard it tries. - 

Secondly, however, German experience does suggest that a deliberate 
monetary policy, even if it cannot now turn heavy engines into reverse, can 
still keep those engines on their rails in conditions that are not obviously 
abnormal. Since the currency reform, in short, the Bank Deutscher Laender’s 
hard money policy has performed for the German economy the same valuable 
but limited function as Crippsian budgetary policy has performed for the 
British economy since 1948. It has prov ided the framework within which 
the country has achieved impressive increases in production, although it has 
not succeeded in steering the economy away from crisis when it has been 
subjected to sudden shocks from without. It is true that the Bank Deutscher 
Laender, unlike the British Treasury, has not been hampered throughout the 
recovery period by the added burden that arises from political pressures 
towards equalization of incomes and the creation of the social service state; 
it has also operated in an economy where labour discipline has been stronger 
than in Britain (possibly because the influx of refugees from the East has 
prevented the trade unions from enjoying a sellers’ market for labour). On 
the other hand, the increase in production in Germany since 1948 has been 
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even more impressive than the increase in production in Britain. The West 
German recovery started from a much less promising nadir of economic mis- 
fortune, and the federal constitution of Western Germany and the decay of 
the German civil service has imposed a strong downward drag on a “ managed ’ 
economic recovery. 

It must be remembered, too, that throughout this period the Bank 
Deutscher Laender has had to cope with great difficulties within its own 
field of monetary management. First, Germany still has not got a properly 
functioning capital market t; the instrument of open market policy has there- 
fore been impossible to apply. Secondly, Germany has not got an efficiently 
working Treasury bill system on the British model, so that the seasonal 
incidence of public authorities’ surpluses and deficits has caused seasonal 
inconsistencies in the credit supply; incidentally, it is a sore point with the 
Bank Deutscher Laender that the commercial banks, not the central banking 
system, hold the accounts of those public authorities—such as the social 
insurance funds and certain municipalities—that have been running a fairly 
constant surplus. Thirdly, the commercial banking system was so dis- 
organized by the death of the old Reichsmark and by the anti-cartelization 
laws sponsored by the American authorities that banks have not yet reached 
the stage even of publishing full accounts. With every day that passes it 
becomes more and more clear that a mistake was made in the decartelization 
of the “‘ big three ’’ pre-war banks. 

Finally, the German authorities have also drawn on their experience in the 
recent crisis to sharpen their weapons of monetary control. They have now 
assumed tighter controls over the disposition of commercial banking assets. 
Under the decisions promulgated on January 31, each bank’s short-term credits 
to business and private customers must be restricted to twenty times its 
capital and reserves*; its loans on current account and acceptance credits 
must not exceed 70 per cent. of its deposits, capital and reserves; its cash and 
liquid balances must equal at least 20 per cent. of its deposits and other 
‘borrowed funds ’’; and its acceptance credits must not exceed seven times 
its capital and reserves (with those acceptance credits that are not directly 
concerned with foreign trade or crop finance restricted to three times its 
capital and reserves). This move towards relating permissible banking opera- 
tions to capital resources is not necessarily desirable—for one thing, it is 
always very difficult to define exactly what the capital resources of any bank 
are—but the intention seems to be to prevent individual banks from getting 
out of line with their fellows rather than to use a bludgeon against the whole 
banking system. The central bank is also considering whether more restric- 
tions should be set on the type of paper for which it offers rediscount facilities. 

To sum = For the last three years monetary policy has been the only 
rein on the German economy that has been in reasonably firm hands. That 
rein did not prevent the horse from bolting in the second half of 1950, but both 
before and since that period the achievements recorded have been extra- 
ordinary. Even though monetary policy may not be able to exert the same 
dramatic effects in time of crisis as it did in the olden days, Germany’s experi- 
ence certainly suggests that dear money can be a more than useful subsidiary 


weapon in the fight against inflation. 


* Technically twenty times its ‘‘ own capital ’’ plus the global adjustment of values permitted 
under the tax laws. 
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Banking Panorama from 1851 
Ii— The Banking Structure 
By Paul H. Emden 


N 1851 there were 332 private banks in England and Wales, but only 96 
[ join: stock banks. Exactly a quarter of a century had passed since the 

Act of 1826 had enabled the first English joint stock banks to be formed, 
but these 25 years had been so crammed with natural difficulties and deliberate 
obstructions that there was no disposition among the joint stock banks to 
celebrate the jubilee. They were far too engrossed in their hard, and at that 
time uphill, battle with the private banks. 

The state of this battle in 1851, and the shadows that coming events were 
so soon to cast before, will be described in the third article of this series. The 
object of the present article is to list the main contestants that were lined 
up on either side in that Exhibition year, and to note briefly the story of 
their individual fates. For the great majority of the banks that were house- 
hold names to the Londoner of 1851 are now defunct—or rather have been 
woven as constituent instead of as individual parts into the very different 
banking structure that modern conditions demand. 

Of the 332 private banks in England and Wales in 1851, 57 had offices in 
London (where they were ranged beside 10 joint stock banks). There were 
34 private banks in the City itself, 6 in Smithfield, 10 in the “‘ Middle West ” 
(that is, the district of Fleet Street and Charing Cross), and 7 in the West 
End. The names and ultimate fates of all these banks (together with those of 
the 10 London joint stock banks) are shown in an annexe to this article. 

The ordinary London business man of 1851 still tended to regard the 
commercial joint stock banks as experimental and new-fangled institutions. 
Up to 1826, after all, the Bank of England had possessed a complete monopoly 
of domestic joint stock banking—although joint stock trading had _ been 
known in England for two centuries and a half. This banking structure, to 
quote Lord Liverpool (Premier from 1812-27, and thus head of the longest 
lived administration since Walpole), was the result of “‘ the most absurd, the 
most inefficient legislation . . . one of the fullest liberty as to what is rotten 
and bad, but of the most complete restriction as to all that was good. By it 
a cobbler, or a cheesemonger, might issue his notes . . . while . . . more than 
six persons, however respectable, were not permitted to become partners in 
a bank with whose notes the whole business of the country might be trans- 
acted’. The cobblers and cheesemongers, as well as other more worthy 
traders, profited from this in full measure. The number of private banks in 
Britain increased from 12 in 1750 to 230 in 1797; it reached a peak of 554 
just before the crash in 1825.* 

To mitigate the legal anomaly Lord Liverpool’s Government had intro- 
duced the Banking Act of 1826, which permitted the formation of joint 





“s Scottish legislation was more progressive. In 1695, a year after the incorporation of the 
Bank of England (itself conceived by a Scotsman, William Paterson), the Bank of Scotiand 
was formed. It was followed in 1727 by the Royal Bank of Scotland, and in 1746 by the British 
Linen Company (which became the British Linen Bank in 1763). Besides these, fifteen other 
joint stock banks had been set up in Scotland before 1800. 
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stock companies to carry on banking with power to issue notes—except that, 
in deference to the Bank of England’s monopoly, they were not to have an 
office within 65 miles of London. The Act said nothing about the legality of 
joint stock banks in London if they did not issue notes, but the possibility 
that such banks could be made remunerative had never been seriously con- 
sidered. By the 1830s Thomas Joplin was arguing that such a project could 
be carried out and wrote numerous articles in its favour, but he was too much 
of a theorist to be able to put his ideas quickly into concrete shape. 


PikTH OF To-DAy’s Bic BANKS 

As a result of these uncertainties, only I1 joint stock banks were formed 
in the three years following the passing of the 1826 Act. None of these 
survives to-day. But one bold project—which aimed at setting up a bank 
whose field of activities would be outside the prohibited area but whose 
management (without any office open to the public) would be in London— 
was mooted at this time. After long drawn-out negotiations, which had to 
be suspended when the uncertainty caused by the debates over the Reform 
Bill hampered enterprise, the scheme was revived in 1833 and a joint stock 
bank was formed under the Act of 1826 (and not under the provisions of the 
1833 Act that had meanwhile been passed). Thus it was that the National 
Provincial Bank of England set up business at Gloucester on January 1, 1834, 
with a paid-up capital of £101,545. Four years later it had 48 branches, 
but not till 1866—by which time the bank had a paid-up capital of {1,080,000 
and held £13,059,813 in deposits—did the London office begin to transact 
business with the public. When it did so, its note circulation of £450,000 
had to be discontinued. Though chronologically not among the earliest English 
joint stock banks, the National Provincial was the first of those that were 
later to rise to national status. In another respect, too, it broke new ground; 
it adopted a system of branches controlled from a central office at a time 
when branch banking was little known south of the Tweed. It was the Scots 
who led the world in this sphere of banking—the Bank of Scotland had 
established branches (in Dumfries and Kelso) as early as 1774 and had opened 
more than 20 by 1800. 

Despite the mooting of the National Provincial’s venture, it was generally 
agreed that joint stock banking could not possibly make headway in England 
under the Act of 1826. In 1833 the anomalous differentiation between 
London and the country was therefore further reduced by a new Banking Act, 
under which joint stock banks were to be permitted in the Metropolis provided 
that they did not issue notes; a minor counter-concession to the Bank of 
England was that its notes were made legal tender. At this time (1833) 
there were 416 private bankers and 33 joint stock banks in England. Eight 
years later the number of private banks had declined to 311 and the number 
of joint stock banks had mushroomed forth to 118. 

Among the 80-odd joint stock banks formed during this eight years’ 
boom, two are of special interest. One of the first consequences of the Act 
was the formation, in March, 1834, of the London and Westminster Bank at 
38 Throgmorton Street. This bank had an original paid-up capital of 
£182,000; by the end of the year its deposits, including circular notes, amounted 
to £180,000. The Westminster was thus the first joint stock bank to do 
business in London and the only one among the modern “ Big Five” born 
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and bred within the sound of Bow Bells. In another connection, too, it made 
banking history. There was across the river, in Southwark, the firm of 
Young & Sons, formed in 1795 as Weston, Pinhorn, Golding, Newsome & 
Weston. When this greatly respected house amalgamated with the West- 
minster Bank in 1849, the first English private bank had surrendered its inde- 
pendence to be merged into a joint stock bank—and the first shadow had 
fallen on private banking. This shadow was in the course of time to grow 
deeper and longer. 

Two years after the formation of the London and Westminster, in 1836, a 
group of Birmingham businessmen formed a bank with a paid-up capital of 
£28,000. Not even the most imaginative among the first shareholders could 
have dreamt that the small local venture would, as the Midland Bank, grow 
into the biggest of British banks. Expansion had been considered at an 
early date, but it was not until the Exhibition year itself that the first step 
was taken. In 1851 the Midland absorbed Bates and Robson of Stourbridge. 
Forty years later, in 1891, the Midland Bank entered London. 

Three of the other joint stock banks founded in this period (like the London 
and Westminster, but unlike the Midland, in London) were to develop into 
minor giants, though they have not survived as separate entities. In 1836, 
there was set up the London Joint Stock Bank (which merged in 1918 with 
the Midland). In the same year the Surrey, Kent and Sussex Banking 
Company commenced business in Southwark but removed its head office a 
year later to Lombard Street; it changed its title in 1866 to London and 
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County Banking Company and was amalgamated with the Westminster Bank 
in1g09. The third significant formation of this period was that of the Union 
Bank of London in 1839; it joined hands in 1902 with Smith, Payne & Smiths 
and with the other Smith banks, and was merged with the National Provincial 
in 1909. 
THE BooM SUBSIDES 

The first real boom in joint stock bank flotations was abruptly checked by 
the crisis of 1837. The unrestricted growth of note issues was believed by 
many to be largely responsible for that crisis, and Sir Robert Peel—from 1841 
to 1846 for the second time Conservative Prime Minister—decided that new 
legislation for the control of paper currency had become urgently necessary. 
After long deliberation and successive Parliamentary enquiries, he introduced 
his famous Bank Charter Act of 1844—the most important and most debated 
statute in British financial history. Its familiar provisions relating to the 
Bank of England are outside the scope of this essay. It suffices to recall that 
the Bank’s note-issuing function was segregated from its other business, as a 
means of imposing strict regulation of the issue; the Act decreed, too, that 


NOTE CIRCULATION OF ISSUING BANKS IN ENGLAND AND WALES 
PRIVATE BANKS Joint Stock BaNKs 
Number of Number of Total 
Date: Issuing Banks Circulation Issuing Banks Circulation Circulation 
£ f £ 
1844 ee 20 5,153,417 Se 3,478,230 5,031,047 
1851 i 17 4,198,075 6 3,409,957 8,108,062 
1906 ee I 452,744 I 1,084,530 1,507,580 
1919 pak 6 273,076 32,267 | 303,345 


the Bank should publish a weekly account in prescribed form. For com- 
mercial banking, the Act was purely restrictive. It decreed that no new bank 
could have the right of note issue; and it restricted all existing issues— 
private or joint stock—to the amounts circulating on May 6, 1844. Moreover, 
even these issues were to be forfeited if the bank opened an office in London, 
or amalgamated with another bank, or was made bankrupt. 

In consequence of this Act, the creation of new banks virtually ceased 
until the ’sixties. In the 14 years between 1846 and 1860, only one new joint 
stock bank was set up; the number of private banks continued to decline. 
The figures in the above table are eloquent of the tendency to amalgamation 
and of the progressive decline in the note circulation. The last private bank 
of issue was Fox, Fowler & Co., Wellington, Somerset. When, after 130 years 
of independent existence, this house was amalgamated with Lloyds Bank in 
1g21, the authors of Peel’s Act had finally succeeded in their intention to make 
the notes of the Bank the sole bank notes in England. But it is interesting 
to observe that to this day, 107 years after the passing of the Act, composition 
is still paid to certain bankers on their lapsed note issues. 

By the time of the opening of the Great Exhibition, therefore, new banks 
had ceased to grow up like mushrooms and the stage was set for a century 
of amalgamations. The joint stock banks could enter the battles that lay 
ahead freed from discriminatory restrictions that were not imposed on other 
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forms of joint stock trading (though they still suffered from the almost universal 
ban on limited liability). They also suffered from the disadv antage of being 
late into the field; their rivals, the private banks, stood astride their line of 
advance by monopolization of the clearing house, and by deployment of the 
intangible weapons of customer goodwill that always tend to accrue to the 
old-established at the expense of the newcomer. Despite this, however—and 
for reasons that will be discussed in a succeeding article—it should have been 
clear to the most astute financial observers of that Exhibition year that it 
was with the joint stock banks that the future lay. 


BANKS OPERATING IN LONDON IN 185rt 

Private Banks in the City: Barclay, Bevan, Tritton & Co.* (now Barclays); Barnard, Barnard 
~ Dimsdale* (later absorbed by National Provincial) ; Barnett, Hoare & Co.* (absorbed by Lloyds); 
Bosanquet, Franks & Whatman* (Lloyds); Brown, Janson & Co.* (Lloyds); John Brown & Co. 
suspended payment in 1903); James Bult, Son & Co. (ceased business in 1852); —_— Cunliffe 
(amalgamated with Cater, Brightwen & Co. in 1941); Cunliffes, Brooks & Co. (Lloyds); 
Curries & Co.* (Glyn, Mills); Robert Davies & Co. (Westminster); Drewett, Fowler & Fowler* 
National Provincial); Feitham & Cooper (ceased to exist in 1864); Fullers & Co.* (Westminster) ; 
Glyn, Mills & Co.*; Hanbury, Taylor & Lloyd* (Lloyds); Hankey & Co.* (Westminster) ; Heywood, 
Kennard & Co. (Westminste t); Johnston (Hugh & John) & Co. (amalgamated in 1863 with 
Merchant Banking Co., which went into liquidation in 1906); Jones, Loyd & Co.* (Westminster); 
Lubbock, Forster & Co.* (National Provincial); Martin, Stone & Martins* (Martins); Masterman, 
eters, Mildred, Masterman & Co.* (became Agra & Masterman’s Bank and suspended payment 
in 1866); Prescott, Grote, Cave & Cave* (National Provincial); Price, Marryat & Co.* (stopped 
payment in 1866); Puget, Bainbridge & Co. (went into liquidation in 1866); Robarts, Curtis & 
Co.* (National Provincial) ; Rogers, Olding, Sharpe & Co.* (ultimately a constituent of the English 
Joint Stock Bank which failed in 1866) ; Sapte, Muspratt, Banbury & Co. (Westminster); Smith, 
Payne & Smiths* (National Provincial); Spooner, Attwoods & Co.* (Barclays); Stevenson, Salt 

* (Lloyds); Wuilliams, Deacon, Labouchere, Thornton & Co.* (Williams Deacon’s); Willis, 
Percival & Co.* (stopped payment in 1878 ; business acquired by Capital and Counties, which 
amalgamated with Lloyds). 

Private Banks in Smithfield: William & John Biggerstaff (later absorbed by the National 
Provincial); George & John Hill (Lloyds); Pocklington, Lacy & Son (Midland); John Shank 
closed in 1894); Strides & Co. (ceased business in 1873); Edwin Weedon & Co. (recorded only 
in 1851 and 1852) 

Private Banks in the ‘‘ Middle West’: Child & Co. with its office at Temple Bar (later 
absorbed by Glyn, Mills); Cocks, Biddulph & Co. at Charing Cross (Martins); Coutts & Co. in 
the Strand (National Provincial); Dixon, Brooks & Dixon, at Charing Cross (National Provincial); 
Messrs. Drummond, at Charing Cross (Royal Bank of Scotland); Goslings & Sharpe, in Fleet 
Street (Barclays); Messrs. Hoares, in Fleet Street (C. Hoare’ & Co.); Praeds & Co., Fleet Street 
(Lloyds); Strahan, Paul & Bates, in the Strand (failed in 1856; business acquired by Westminster) ; 
Messrs. Twinings, Strand (Lloyds Bank). 

Private Banks in the West End: Bouverie, Murdoch & Bouverie, in the Haymarket (later 
absorbed by Barclays); Call, Marten & Co., in Old Bond Street (Lloyds); Hallett, Robinson & 
Co., in Great George Street (ceased to exist as bankers in 1866); Herries, Farquhar, Davidson, 
Chapman & Co., in St. James’s Street (Lloyds); Hopkinson & Co., in Waterloo Place (stopped 
payment in 1898; business later acquired by Prescotts, which eventually amalgamated with 
National Provincial); Ransom & Co., in Pall Mall East (Barclays); Sir Samuel Scott, Bart., & Co., 
in Cavendish Square (Westminster). 

Joint Stock Banks in London: Bank of England; Commercial Bank of London (later 
absorbed by Westminster Bank), which had one branch in Covent Garden; London & County 
Joint Stock Banking Co. (later absorbed by Westminster Bank), which had branches in Paddington 
and Knightsbridge; London Joint Stock Bank (later absorbed by Midland), which had one branch, 
in Pall Mall; London & Westminster Bank (Westminster Bank), which had branches in St. James's 
Square, High Holborn, the Borough, Whitechapel and Stratford Place; National Provincial 
Bank of England (National Provincial Bank), which was established in London but had not yet 
an office open to the public; Royal British Bank (suspended payment in 1856), which had 
branches in the Strand, Goswell Road, Lambeth and Westminster; Union Bank of London 
(absorbed by National Provincial), which had branches in Charing Cross and Regent Street; 
the London offices of the Provincial Bank of Ireland and the National Bank of Ireland (now the 
National Bank). 








+ Banks marked with an asterisk were members of the clearing house. 
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Should British Banks Give More Status 
Information ? 


If — The Limits on Disclosure 


By a Correspondent 


HE first of these two articles, which appeared in THE BANKER in July, 
T ciscussed whether British banks should extend their practice of supp lying 

status reports—and discussed, too, the penalties that could fall on the 
banks if these reports proved to be inaccurate or misleading. It is not only 
in the case of mistaken and unfavourable reports, however, that legal difficulties 
can arise. In law, a bank cannot generally give even a favourable status report 
about one of its customers without the customer’s consent. It is possible to argue 
that even favourable reports can do harm; a customer may derive no benefit 
from being well reported to a man who turns out to be one of his competitors, 
whereas a report may convey to that competitor just that bit of information 
that will enhance his power to compete. In his famous judgment in the case 
of Tournier v. National Provincial and Union Bank of England (1924, I.K.B. 
461), however, Lord Bankes laid down four classes of exception to this con- 
tractual duty of secrecy. 

His first class was “‘ where disclosure is under compulsion of law ’’. Since 
the case was tried, bankers have become all too familiar with direct or delegated 
orders compelling disclosures about their customers’ affairs—the latest and 
least desirable appeared in the 1951 Finance Act—and there is little that need 
be said about this here. Lord Justice Bankes’ second class—‘‘ where there is 
a duty to the public to disclose ’’—presents more difficulties of definition. His 
Lordship said, rather airily, that many instances might be given, but left it at 
that. Public policy is a dangerous plea in a defence, for its definition is very 
uncertain, and the wise banker will decline to be tempted by this particular 
piece of judicial encouragement. The third class—‘‘ where the interests of 
the bank require disclosure * ‘—looks broader than the Courts might prove it 
tobe. The one example that was given by Lord Bankes was really an instance 
of “ compulsion of law’ and so was no guide; but in Sunderland v. Barclays 
Bank (1938), where the defendant bank disclosed to her husband the unsatis- 
factory state of a woman customer’s account, the Court held on the facts that 
the disclosure was justified as it was in the bank’s own interest. The decision 
in question should prove useful ammunition in the future, provided it is remem- 
bered that there was more than a hint of implied authority to disclose in this 
case. Lord Bankes’ fourth and most important class was “‘ where the dis- 
closure is made by the express or implied consent of the customer’. Bankers 
can justly argue here that although it is easy enough to know what “ explicit ”’ 
means, it is impossible to frame a satisfactory rule defining implication. 

Lord Bankes plainly considered that information about a customer, even 
between bankers, was legally permissible only if given with some kind of 
consent on the part of the customer or in accordance with one of his other 
three rules. It is sometimes argued against this that Lord Farwell, speaking 
in the Court of Appeal in Parsons v. Barclays Bank (1910), quoted with approval 
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Baron Bramwell’s dictum in Swift v. Jewsbury (1874): “It is true that the 
jury have found that it was within the scope of the manager’s authority to 
give the information asked for, and if the manager were to refuse to give it he 
would be doing a wrong to the bank which employed him, because he would be 
refusing a courtesy which it was their habit to show in order that a corre- 
sponding courtesy might be shown them; but in no other sense was it his duty 
or within the scope of his authority to do it”. It would seem, however, that 
this dictum can be adduced as pointing in an opposite direction to the Tournier 
judgment only by those who disregard the plain meaning of its last few words. 

The upshot of all this is that a banker is faced with a dilemma when it 
comes to giving status information on his customers. He can rarely claim to 
hold explicit or implied consent; but he who will not tell shall not be told— 
reciprocity is everything in this business—and, as the quotation from Baron 
Bramwell shows, banker frequently ends by telling banker. There appears to 
be no legal decision where an outraged business customer has complained that 
his whole credit has been damaged by his banker’s adverse report. This must 
mean either that reporting bankers have been almost unbelievably lucky or 
else that the codes for indicating middling-to-poor credit are highly discreet, 
for it is no real secret that English bankers every day give thousands of status 
reports on their business customers, and that the customers know it and, 
ordinarily, would not have it otherwise. There is thus in fact, if not in law, a 
wide conspiracy of implied consent. It has become a matter of urgency that 
something should be done to secure formal recognition of this implied consent, 
so that bankers may be protected, not so much from the possibility of an 
occasional action brought by a disgruntled customer, as from the unpleasant- 
ness and the drawing in of useful horns that would follow from Court strictures 
on any departure from the “ Tournier rules’’. The creation of a sensible 
arrangement in this matter is quite as much in the interests of the customer 
as of the banker, for the party reported upon to-day will desire to receive a 
report to-morrow—and as he will want full information he must see that what 
is sauce for the goose is sauce for the gander. 

It would be idle to suppose, however, that such an arrangement can easily 
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be brought about. One way would be for business customers, when opening 
accounts, to state whether they authorize their banker to reply to all enquiries 
received from other bankers. In the present state of affairs it is difficult to 
believe that any one bank would care to institute such a departure, but there 
seems no good reason why the matter should not be discussed between the 
British Bankers’ Association on one side and, say, the F.B.I. and the N.U.M. 
on the other. All that is needed, after all, is a working recognition of what is 
now a tacit admission. 

Something should also be said here about information provided on the 
standing of a non-customer. Such information is very frequently called for 
in connection with external trade. The Foreign Department of an English 
bank receives daily numerous enquiries from correspondent banks and cus- 
tomers abroad on British exporters and importers, and corresponding enquiries 
come in from home concerns about overseas names. Most bankers would 
probably agree that British banks at present tend to answer enquiries on 
British names cautiously, irrespective of whether the parties enquired about 
are customers or not. In view of some of the decisions quoted here in July 
(particularly London Association v. Greenlands Ltd.) there is a strong case for 
arguing that banks might speak more freely (within the usual limits—truthful- 
ness, absence of malice, and so on) when reporting on non-customers, though 
perhaps less freely where the banker-customer relationship exists. As anyone 
who is accustomed to the answers given by overseas banks will confirm, British 
banks’ status reports now compare very unfavourably in length and substance 
with those produced in certain other countries, such as Spain and the United 
States—and this in spite of the fact that local legislation (in the United States, 
at any rate) is not more favourable to reporting bankers than is ours. 

No review of the problems of status information would be complete without 
some reference to disclosures made to prospective guarantors. As far back as 
1845, in Hamilton v. Watson (12 Cl. & Fin. 109, English and Empire Digest 3, 
305), it was laid down that a surety is not automatically entitled to receive 
from the banker to whom he is about to bind himself, a full disclosure of all the 
circumstances of the dealings between the banker and the customer. If the 
surety wants to know any particular matter of which the banker is informed, 
he must make it the subject of a definite enquiry. This salutary rule has 
never been modified, but the customer’s own interests demand that a banker 
should not be unduly reserved toward a surety who has been authorized to 
approach him for information; if there is nothing discreditable to hide it is 
bad banking practice to freeze off a worthy customer’s intending guarantor. 
It is a good plan in these cases for banker and customer to arrive at a clear 
preliminary understanding of what information the latter wishes the former 
to volunteer, but the customer must in that case be told that the guarantor 
has a legal right to frank answers to any relevant questions he may care to put. 
Several disputes between guarantors and bankers have got as far as the Courts, 
and one or two of the cases cannot be read without raising the feeling that 
something less than fairness was shown to the prospective obligant. Here, as 
indeed over the whole range of status information work, the best results are 
achieved by allowing imagination to blend with regard for self-preservation ; 
the latter, if carried to extremes, and left on its own, often defeats the banks’ 
ewn interests in the long run. 
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Economic Paradox in Ulster 
N ORTHERN Ireland is at present being carried forward on a rising tide 


of temporary prosperity. Agric ultural production is recovering rapidly 

from the setback of last year’s wet summer; flax growers, for ex: imple, 
can expect prices well above the guaranteed minima this yvear—but, even so, 
farmers are finding it profitable to switch to other crops. The engineering, 
shipbuilding and aireratt industries are profiting increasingly from rearmament 
orders. The export boom continues; as a predominantly exporting area, 
Lister has an advantage over the rest of the United Kingdom whenever 
sterling is undervalued rather than overvalued. The linen and other textile 
industries have full order books. Yet, despite all these symptoms of mounting 
boom, more than 5 per cent. of insured workpeople in Ulster remain unem- 
ployed, by contrast with less than 1 per cent. in the rest a the United Kingdom, 

It is clear, then, that Ulster’s economy presents a paradox that deserves 
close study, outside as well as inside the Province. In‘the short term, the 
main interest in this paradox lies in the apparent scope for expansion in 
armament production in an area that has always been famed for its engineering 
prowess. It is at first sight surprising that more of the rearmament orders 
that ere proving difficult to place in England are not being diverted to an area 
with at least some slack in labour resources. Too much hope, however, should 
not be roused by this prospect, for the bottlenecks in the way of production in 
Northern Ireland are more intractable than the outside observer, who looks 
merely at the unemployment figures, might suppose. The Province provides, 
in fact, a classical case study of a “ fringe ’’ economy—of an area with an 
obstinz vache higher level of structural unemployment and lower level of real 
income than the industrial concentration next door to it. This problem, of 
course, is not confined to Northern Ireland. Even within the United Kingdom, 
Scotland suffers from some symptoms of the same malady; in fact, many 
Scottish observers have suggested that these symptoms could be mitigated if 
Scotland were to adopt the same measure of devolution of government as 
Ulster at present enjoys. In some States in America the same plaints are 
often heard. . 

There are three basic symptoms of a fringe economy that can be found in 
Ulster. First, the level of real income is lower than the average in the rest of 
the United Kingdom. Fully comparable statistics are not available, but it is 
known that in 1949 the net value added to materials during manufacture in 
all Northern Irish industrial undertakings employing more than ten persons 
was {81 millions; this was nearly four times as much as in 1935, but it was 
still not a large figure for a population of nearly 1,370,000. The predominant 
source of national income is still agriculture ; more than two-thirds of the 
farms, however, are less than thirty acres in size. Profits per acre vary widely, 
from {20 in some districts to only {I in others; the average yield in 1948-49 
was {8 per acre. 

Secondly, Ulster lives very largely by export. Both the farming and the 
industrial sector find a relatively rich market for their products across the 
Irish sea—and also a relatively richer outlet for their investible funds. In 
consequence, Ulster tends to have a fairly buoyant external surplus on current 
account, matched by a deficit on capital account. Ulster may even have 
a small current surplus on purely dollar account. Dollar exports per head 
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are twice as Jarge as in the rest of the United Kingdom, and dollar imports per 
head are probably, if anything, smaller. 

Thirdly, as already noted, Northern Ireland has a more serious unemploy- 
ment problem than England—both structurally and cyclically. The structural 
problem is not really surprising in view of the predominantly rural form of 
economic organization. Fifteen years ago, it is probably fair to say, few 
economists would have believed that unemployment in England could have 
been pushed below 1 per cent. without more serious bottlenecks than those 
from which the English economy has in fact suffered. In Northern Ireland 
those bottlenecks have appeared before the stage of 5 per cent. unemployment 
has been reached. Before the worldwide shortage of raw materials set in, these 
bottlenecks often took the form of shortages of skilled labour. These shortages 
arose from greater immobility—not so much geographical immobility as indus- 
trial immobility, both vertical and horizontal; in some measure this was due 
to difficulties in training, but there is little doubt that restrictive labour 
practices and unduly long apprenticeship periods must bear some of the blame. 

These restrictive practices in turn spring from the fear of cyclical unemploy- 
ment in the old-established export and constructional trades. Export trades 
are always more vulnerable to cyclical unemployment than domestically 
sheltered trades; hence Northern Ireland’s dependence on external rather 
than domestic markets is at once an effect and a cause of its lower level of 
real income. There are here all the elements of a vicious circle—and a circle 
that the wisest statesmanship cannot summarily break. 


REMEDIES—REAL AND APPARENT 

Before discussing what can be done about this, it will be well to note 
what should not be done. In all fringe economies some voices are raised in 
protest against the “ expatriation ” of local savings. It is argued that forced 
diversion of these savings to local investment—presumably by some attempt 
at local exchange control—could ward off cyclical recessions imported from 
outside, if only political susceptibilities allowed it. To argue in this way is 
to ignore the fact that a nation, like an individual, cannot possibly gain from 
cutting itself off from the spending power and prosperity of those immediately 
around it—except when it possesses very great comparative advantages in 
bargaining power or built-in economic stability, advantages that Ireland 
certainly does not possess. The thesis that Ireland gains immeasurably from 
adherence to the sterling area is fortunately not a serious subject of political 
controversy; it is recognized by economic thinkers of all political persuasions 
on both sides of the border. 

This does not mean, of course, that nothing can be done to remove Northern 
Ireland’s existing and individual economic disabilities. What it does mean, 
however, is that the correct economic policy for the Province seems to be one 
that is directed towards long-term refashioning of the industrial structure but 
that is also sufficiently flexible to accord with short-term variations in costs 
and demand. It is in the light of these requirements that the policies stemming 
from the Industries Development Act of 1932 and the Re-equipment of 
Industry Act of 1951—the two most important foundations of Ulster’s present 
industrial policy—deserve to be studied. 

The object of the Industries Development Act of 1932 was to provide 
Government assistance for the diversification and extension of industry. Since 
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1932, 207 new undertakings have been helped in this way; of the 154 under- 
takings established or extended in Northern Ireland between 1945 and 1950 
no less than 95 have been helped by Government grants or have been enabled 
to lease factories built by the Government. The present emphasis is, and should 
be, upon aiding consumer goods industries established outside Belfast. There 
are, however, two difficulties about this policy. The first is that the new 
industries may attract labour and other resources away from the older and 
unassisted export industries. This problem can sometimes be eased by judicious 
siting of the new factories, but, if it is, the second difficulty immediately 
becomes more serious; this second difficulty is the danger that undertakings 
started at a period of inflated costs and high capital charges may prove uneco- 
nomic in times of even minor recession, especially if the economics of location 
are tampered with for social reasons. Far too many of the undertakings 
founded in all development areas of the United Kingdom may prove to be 
the marginal factories of individual industries, and even the marginal factories 
of individual companies, in conditions of anything less than blown-up boom. 
[t would be unfair to say that Ulster is becoming entrapped in this morass, 
but it is constantly having to skate gingerly around it. 

The Re-equipment of Industry Act, 1951, provided that Government 
grants could be made available to improve the productive efficiency of existing 
industrial undertakings; these grants will not exceed one-third of the expen- 
diture proposed under any of the schemes proposed. The schemes must be 
submitted to the Ministry of Commerce before the end of 1953 and must be 
completed before the summer of 1957; by end-June last 37 firms had already 
submitted schemes, involving a proposed expenditure on machinery of over 
fr million. The idea behind the Re-equipment of Industry Act is, of course, 
that the existing industries, on which Northern I[reland’s economy is based, 
should qualify for Government assistance just as much as new and untried 
ventures. The main counter-argument is that diversification is necessary to 
cure the Province’s vulnerability to cyclical recessions in demand; it is not 
clear, however, that the existing industries, especially if rendered more efficient, 
would be any worse hit by a serious recession than the new ones. 

It is difficult as yet to assess the effect of rearmament on these investment 
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schemes. The Province’s provisional capital investment programme for 1951 
totals £47 millions; this is nearly £3 millions above the revised figure for 
1950, and, even when price increases are taken into account, it probably 
represents a small real increase. It is inevitable that the concentration of the 
engineering industry on rearmament contracts may bite some way into the 
machinery sector of this programme; the schemes proposed under the Re- 
equipment of Industry Act are therefore likely to be held up. On the other 
hand, the relative availability of labour in Northern Ireland should allow the 
constructional part of the programme to go through—although the old problem 
of restrictive labour practices seems particularly acute in the building industry. 

To sum up: Ulster is at present striving to make up its leeway in real 
incomes behind the rest of the United Kingdom, to overcome the problem of 
structural unemployment and to lessen its vulnerability to cyclical unemploy- 
ment (a vulnerability that unfortunately becomes apparent not merely in 
major depressions but also in miniature recessions of the sort that are likely to 
plague the world at intervals for some time to come). The achievement of 
these three separate—though related—goals can be secured only by measures 
of long-term policy. Although there is perhaps at present more scope in Ulster 
than in England for a continued high level of investment activity—especially 
building activity—this does not mean that there is any ample volume oi 
untapped resources in the Province or that the evil effects of greater inflationary 
pressure would not be as serious there (at the point of 5} per cent. unemploy- 
ment) as they are in England (at the point of 1 per cent. unemployment). 
Above all, it does not mean that Ulster can afford to press ahead with the 
establishment or extension of ventures that might be profitable in the present 
period of prosperity but that would probably fail in any period of minor 
recession in demand. Fortunately, the present Government in Ulster seems to 
be handling internal economic affairs at this favourable juncture with wise 
caution and with a determination to concentrate on long-term plans rather 
than short-term expedients. If Ulster is to avoid the rocks that a depression 
might bring, it seems important that it should not be diverted from its existing 
course. 





International Banking Review* 


Australia 

HE conference of State Premiers, employers and trade unionists called by the 
"[ Feteral Government ended without agreement being reached on the measures 
to be taken to damp down inflation. In his final address to the conference 
the Federal Premier, Mr. Menzies, asserted that the Commonwealth Government 
would use fiscal powers and regulation powers under the Defence Preparations 
Act to restrict luxury production and to divert manpower and resources to 
essential production. He forecast a big cut (probably of about 25 per cent.) in 
Federal and State public works spending and tighter control of credit by the 
Commonwealth Bank. New regulations about capital issues have already been 
issued under the Defence Preparations Act. These stipulate that a company must 
obtain Treasury consent if it desires to raise more than {10,000 for more than 

two years; the previous limit was £25,000. 
The Prime Minister and the Federal Treasurer have had consultations with 


*Other current international banking news is discussed in ‘‘A Banker’s Diary ’’, on pages 137-142 
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representatives of the trading banks, mainly to discover what action the com- 
mercial banking system could take to assist the Government’s anti-inflation pro- 
gramme. There is believed to have been some discussion of the conditions under 
which certain proportions of trading bank deposits are frozen in the Common- 
wealth Bank. 

The Commonwealth Bank has requested the trading banks to reduce the period 
for which the “ fixing of the rate of exchange ”’ for imports is left open. In future 
the trading banks and the Commonwealth Bank will not issue acceptance credits 
with provision for drawings in excess of 60 days sight, and the negotiation in 
London of drafts payable at the rate of exchange current on date of payment in 
Australia will be restricted to drafts drawn at sight. The new restrictions are 
intended to reduce opportunities for exchange speculation; it is clear that specula- 
tors had previously been able to take up a quite riskless “ bull position” in 
Australian pounds through the credit facilities available to them with the trading 


banks. 
Belgium 

A new Central Bank and Bank of Issue for the Belgian Congo is to be set up in 
October this year. It is intended that at first the bank will operate in Brussels in 
order to facilitate the taking-over of the note issue monopoly from the Banque 
du Congo Belge; subseque ntly the headquarters will be transferred to Leopoldville 
in the Congo and the bank will then become cashier and banker to the Congo 
Government. It will be in charge of the note issue and be responsible for the 
control of banking and foreign exchange arrangements in the Congo and the 
trustee territory of Ruanda-Urundi. Half of the bank’s capital of Frs. (Congo) 150 
millions will be subscribed by the Congo Government, 10 per cent. by the Govern- 
ment of Ruanda-Urundi, 20 per cent. by the National Bank of Belgium and the 
remainder by Belgian private interests. The constitution of the new bank will 
be similar to that of the National Bank of Belgium. 

The Belgian Government has withdrawn permission for the use of Belgian 
bank notes in payment for the country’s exports; notes may, however, still be 
imported by tourists and by Belgians returning home. 


Canada 
The Canadian and British Governments have agreed that existing arrangements 
for the repayment of the $700 millions interest-free loan that Canada granted to 
Britain in 1942 will be extended until the end of 1953. This means that the British 
authorities will continue to acquire all Canadian dollars accruing to British residents 
from the sale or redemption of British-owned Canadian securities and to use them 
for repaying the 1942 credit—except that they may still deduct any amounts 
needed to finance the establishment or extension of productive British enterprise 
in the Dominion. The loan will continue to be interest-free. One probable result 
of the new understanding is the prolongation until the end of 1953 of the existing 
ban on switching in Canadian securities by British residents. At the beginning 
of 1951 $257 millions of the loan was still outstanding and this amount seems 

unlikely to be paid off before the end of 1953. 


Ceylon 
The Monetary Board of the Central Bank of Ceylon, which was set up in 1950 
as the focal point of the Dominion’s new central banking system, has published its 
first annual report, covering the year to December 31, 1950. The report points 
out that the Monetary Board came into existence at the beginning of July, 1950, 
and that the Central Bank of Ceylon opened for business on August 28. The year 
1950 was outstanding, according to the report, chiefly for the growth of inflationary 
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pressures. Total money supply (that is, all currency and demand deposits owned 
by persons other than the commercial banks and the Government) rose by Rs. 234 
millions to Rs. 881 millions in the year; the three major factors behind this expan- 
sion are said to have been the monetization of the surplus on the country’s external 
accounts, the expansion of bank credit and the contraction in the Government’s 
rupee cash balances. The report declares that the Boatd’s investigations showed 
that the increase in the volume of bank credit was largely the result of an expansion 
in the demand for credit for financing the growth of external trade and concedes 
that the commercial banks have co-operated fully in implementing Government 
policies. To restrain the growth of inflationary pressures the commercial banks 
have been asked not to hasten the repatriation of overseas assets accumulating 
as a result of the external payments surplus and not to extend credit for non- 
essential purposes. 


Chile 


The decline in the value of the Chilean peso on the “ free ’’ market has led the 
Government to rule that quotations for free market operations will in future be 
determined by the official Bank Superintendence Department. Dealings will be 
permitted only when arranged through the commercial banks. Since the reform 
of the country’s exchange structure at the end of 1950 imports have expanded 
more sharply than exports. 

Chile has re-purchased Chilean pesos to the value of U.S.$3.4 millions from 
the International Monetary Fund. The payment, which partly reverses Chile’s 
purchase of U.S.$8.8 millions from the Fund in 1947, was made wholly in U.S. 
dollars. 


Cuba 


Under a new trade pact, Britain has undertaken to purchase 1.5 million tons 
of Cuban sugar in 1951, 1952 and 1953, and to allow the import of Cuban cigars 
to the value of U.S.$500,000 in each of the years 1952 and 1953, In return Cuba 
has promised to reduce import duties on a wide range of goods produced in the 
United Kingdom to the preferential level now enjoyed in the Cuban market by 
United States goods. 


El Salvador 


The report of the Central Reserve Bank of Salvador for 1950 states that rises 
in the price and production of coffee last year have brought new prosperity to the 
country. The Bank, in co-operation with the commercial banks, is following a 
policy of credit restriction, but the report asserts that experience has shown that 
the use of the rediscount rate has not been an efficient means to this end. Redis- 
count rates for the public and banks were accordingly lowered in March, 1950, in 
the hope that this would direct the demand for short-term credits towards the 
local commercial banks and discourage the raising of credit abroad. 


France 
The Government has decided to wind up the French Foreign Exchange Office 
set up in 1939 and transfer its functions to the Bank of France. The measure is 
intended to achieve savings of Frs. 200 millions. 


Germany 


The Allied Banking Commission, which was set up by the Western Occupation 
authorities to control banking activity in the Western zones after the war, will be 
wound up at the end of September. Thereafter control of credit policy will be 
vested wholly in the Federal Government. The Allied High Commissioners will, 
however, continue to supervise West German foreign exchange arrangements until 
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contractual agreements to take the place of the Occupation Statute have been 
worked out. 

The Allied High Commission has insisted that the funds needed for covering 
occupation expenses must be provided for in the German Federal Budget. It 
has stated, however, that, insofar as these outlays are attributable to capital 
expenditure, it has no objection to them being charged to the extra- ordinary 
budget and therefore financed by borrowing. 

Western Germany’s quota in E.P.U. has been raised from $320 millions to 
$500 millions. The increase was granted because German production and foreign 
trade had increased substantially since the previous quota was fixed. 


India 

The State Government at Bombay has drawn up new by-laws, aimed at 
stopping over-trading and ‘‘ squeeze operations” in the Bombay bullion market. 
This action has been taken because of the alleged failure of the Bombay Bullion 
Association to prevent periodical emergencies in the market. In future, bullion 
traders will be required to concede a margin of 500 rupees per silver bar and 7 
rupees per tola of gold whenever the daily closing rate applicable to any forward 
contract moves above or below its official starting rate by 7 rupees in the case of 
silver and 5 rupees in the case of gold. Failure to comply will mean that members 
will be debarred from trading for ten days. 

The Indian Income Tax Amendment Bill, which was due to come into force 
during the autumn session of Parliament, has been held over for six months. The 
postponement is to permit fuller discussions with business interests. 

The controlling interest in Indian companies will in future be transferable 
only with the approval of the Dominion Government. This rule has been officially 
described as being intended “ to prevent the passing of well-established and 
reputable joint stock enterprises into unscrupulous hands ”’ 


Indonesia 

The Indonesian Government intends to revoke that part of the charter of the 
Javasche Bank that empowers it to issue bank notes. A new special department 
is to be created to manage the country’s note issue. The other departments of 
the bank, including the one that deals with the country’s credit arrangements, will 
not be interfered with. ; 

The procedure for obtaining import and foreign exchange licences has been 
simplified and price control on imported goods materially relaxed. 


Israel 

Israel has made a claim for payment of $1,500 millions of reparations from 
Germany based on the cost of accepting and rehabilitating 500,000 refugees from 
Nazi persecution. 

A loan for Swiss Frs. 25 millions has been obtained from three Swiss banks. 
The proceeds are to be used for the purchase of machinery needed to expand 
cement output. The loan is repayable in 4} years and Ey ment of principal is 
guaranteed by the Swiss Government to the extent of 72 per cent. 

The Central Bank of Co-operative Institutions in Silentine. a subsidiary of the 
American Palestine Economic Corporation, has doubled its capital by selling 
$800,000 of common stock to the Palestine Economic Corporation of Canada. The 
bank has been renamed the Canada-Israel Bank. 


Italy 


The Inter-Ministerial Committee for Reconstruction has drawn up a seven- 
point “ priority plan ” for investment and production. Investments in agriculture 
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and in the production of tractors and fertilisers will be given first priority. Second 
in the list comes the development of power resources; third, the expansion of output 
of sulphur, zinc and lead; fourth, modernization and expansion of the steel 
industry; fifth, expansion of the production of chemicals required for agriculture 
and defence; sixth, the raising of textile output; and seventh, non-luxury housing. 
Special legislation will be introduced to enable the Government to implement 
the new programme. 
Malaya P 

Trade returns for the first half of 1951 show a favourable balance of {£115 
millions, compared with {11 millions in the first half of 1950. Exports of rubber 
to the United States yielded $228 millions in the six months, compared with $42 
millions in the first half of 1950. Against this, however, exports of tin to the 
United States yielded only $8.4 millions, compared with $42 millions a year ago; 
this was due to the cessation of American buying in March. 


Mexico 


The United States has undertaken to purchase Mexican pesos up to a limit of 
U.S. $50 millions before the end of June, 1953, if such operations should be needed 
to stabilize the rate of exchange between the U.S. dollar and the Mexican peso. 

The Export-Import Bank of Washington has authorized the use of a further 
$56 millions of the overall credit of $150 millions that it granted to Mexico in 
1950 for the rehabilitation of its railway system. The credits may be increased 
as further surveys of the railway’s needs are completed. The money will be spent 
in the United States on track machinery, locomotives and other railway equipment. 

Mexico has paid over $22.5 millions of gold to the International Monetary 
Fund to repurchase the pesos that it sold to the Fund when it needed U.S. dollars 
in 1947. This transaction reduces the Fund’s holding of Mexican pesos to 75 per 
cent. of Mexico’s quota. 


Netherlands 


The Dutch Government’s request for an increase in the country’s E.P.U. quota 
has been partly granted; the quota has been raised from $330 millions to $355 
millions. 


Pakistan 


A new agreement has been concluded with the United Kingdom regulating 
Pakistan’s use of her blocked sterling balances during the Colombo Plan period— 
that is, up to 1957. The pact provides for an immediate transfer of £30 millions 
from Pakistan’s No. 2 Account to her freely available No. 1 Account. This sum 
is to be treated by Pakistan as a minimum currency reserve, and the Dominion 
authorities have given assurances that they have, at present, no intention of 
drawing on it for current payments, and will not, in any case, do so without first 
consulting Britain. The agreement also provides, however, that there will be 
releases for current payments at a rate of £4 millions per annum for each of the 
six years covered by the pact, with provision for an increase in this amount if 
Pakistan’s essential requirements call for such an adjustment. The agreement 
also authorizes Pakistan to purchase £4 millions of gold from Britain to hold as 
part of her currency reserve. 


Peru 


_ The report of the Central Reserve Bank of Peru for 1950 shows that money 
in circulation in Peru rose to new high levels during the year. This development is 
attributed to the general rise in prices, which is also held to be mainly responsible 
for an increase of 32 million soles in the central bank’s advances to the commercial 
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banks and an increase of 31 million soles in its loans to the State-owned Agricul- 
tural, Industrial and Mining Banks. The increase in the bank’s loans to these 
institutions was, however, partly offset by a decline in Governmental indebtedness 
to the bank. To curb the rapid expansion in bank credit, the Superintendent of 
Banks has ordered banking institutions to raise cash backing for sight liabilities 
from 15 to 20 per cent. and that for savings deposits from 6 to ro per cent. Any 
further additions to liabilities must be backed by cash to the extent of 50 per cent. 
for sight deposits and 20 per cent. for savings deposits. 


South Africa 


In his annual statement to the stockholders of the Reserve Bank of South 
Africa, the governor, Dr. de Kock, argued that the Union’s current inflation was 
largely imported, but that internal inflationary forces should be curbed by stemming 
the present use of bank credit for financing purchases of consumer goods and for 
speculative activities. Dr. de Kock pointed out that the Union’s gold and foreign 
exchange reserves had declined substantially from the level of £173 millions 
reached at the end of March, and emphasized that the adequacy of these reserves 
had to be judged in the light of the deterioration in the country’s terms of trade, 
of a possible contraction in the capital inflow due to the world-wide capital shortage 
and of the reduced purchasing power of money. Dr. de Kock also revealed that 
the Reserve Bank had pure hased £95 millions of gold from producers at the official 
price during the past year. The remainder had been sold outside official channels 
for about £51.5 millions, including a premium of £3.6 millions. 


Spain 

The Export-Import Bank of Washington has granted Spain a further credit 
of U.S. $5.6millions. The loan, which is repayable over a period of 20 years and 
bears interest at 3 per cent., is to be used for the development of hydro-electric 
power projects and the exploitation of mineral resources. 

Sefior Suanzes, who had been criticized for his alleged policy of favouring 
State-controlled concerns at the expense of private enterprises in such matters as 
the granting of import licences, has been removed from his post as Minister for 
Industry and Commerce. His Ministry has been divided into two departments— 
Industry and Commerce. 


United States 


The House-Senate Economic Sub-Committee is to hold a public inquiry, starting 
next January, into the possible overhaul of the Federal Reserve System. One of 
the main objectives of the investigation will be to decide whether the Federal 
Reserve Board should be made “ more responsible ’’ to the wishes of the executive 
branch of the Government. The committee will also probe the structure of the 
banking system, the use of credit controls and the handling of Government security 
issues. 

Census Bureau returns show that Federal State and local taxes absorbed 23 
per cent. of the national income in 1950. The Federal Government’s share of a 
total tax inflow of $54,600 millions was $37,700 millions. Personal income taxes 
accounted for 29 per cent. of all revenue. 

The Federal Reserve Board’s Voluntary Credit Restraint Committee has 
requested lenders to screen all foreign borrowing requests and submit them to 
the same tests as comparable American lending. The Committee asked that 
applications for foreign loans should be examined to determine whether they 
would indirectly contribute to defence or other objectives of United States Govern- 
ment policy. 
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Ireland’s Economic Statistics: A Rejoinder to 
Professor Duncan 


Sir,—The article by Professor Duncan in your issue for July last ostensibly dealt 
with the financial position of Ireland; but in fact it consisted, for by far the greater 
part, of criticisms of Irish official statistics—criticisms that cannot be allowed to 
pass without rejoinder from this Office. Professor Duncan poses a list of questions, 
attributing his failure to answer them to the errors and inadequacies of the available 
statistics. The article culminates in the following statements: “‘ Very few of the 
effects of this revolution, however, can be analysed in the available financial 
statistics ’’. ‘‘ The explanation must lie in the inadequacy of the statistics unless 
qualitative impressions are entirely wrong.’’ Actually, the necessary statistics 
are available in ample quantity and reasonable accuracy; from them a very clear 
and consistent picture of the Republic’s financial position emerges. It is unfor- 
tunate, even from the narrowly statistical point of view, that, before writing his 
article, Professor Duncan did not consider it expedient to consult the Central 
Statistics Office with a view to giving his strictures a sounder basis. The policy 
of the Office is to be frank about its statistical deficiencies, and it welcomes informed 
criticism of them, particularly from Irish universities. 

At the end of February the Central Statistics Office issued Tables of National 
Income and Expenditure for the years 1938 and 1944-49 with provisional indica- 
tions of the trend in 1950, setting the balance of payments into the context of the 
national economy. Except for a single very incidental reference to the total of 
the national income, Professor Duncan has not used this source material in an 
article on the financial condition of the country. 

The Office is not, of course, satisfied, from a statistical standpoint, with the 
official Balance of Payments Statement for Ireland, but this Statement, which 
provides practically all the figures quoted in the article, is as reliable as those for 
most countries. No country is faced with greater statistical difficulties in preparing 
its Statement, because of the great flow of funds between Ireland and Great Britain 
without any kind of Irish/British exchange control, from which statistics could be 
compiled. In the circumstances, the Office is perhaps doing reasonably well in 
producing figures for both capital and current items in some detail which, in their 
aggregates, are approximately in conformity. The Statement has been steadily 
improved in recent years and for 1950 that endemic bugbear, the ‘‘ balance un- 
accounted for ’’, has been reduced to £54 millions, which is only 3 per cent. of the 
total of known current liabilities. A sonaonably satisfactory feature of the State- 
ment, in recent years, is that, despite considerable differences in individual items 
from year to year, the uncharted balance always emerges at about the same 
amount. One can infer that the more dubious items are correct to within a very 
few { millions. If there were research schools of applied economics in the Irish 
universities, concrete suggestions might emerge with regard to improvement in 
the dubious items or, better still, separate, even rival, estimations, based on the 
researchers’ own calculations. On this point it is apposite to remark that the 
Office is producing statistics in ever-increasing volume. 

Coming now to specific points in the article: 

(1) “ The available statistics for external disinvestment outside, as well as inside, 
the banking system are shown in the balance of payments estimates in 
Table III. These, howev er, are inconclusive and unfortunately are avail- 
able only up to 1949.” 
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The official Statement appears regularly in the June issue of the Irish Trade 
Journal and Statistical Bulletin. The writer does not agree with Professor Duncan 
about the inconclusiveness of the statistics, unless one tries, as Professor Duncan 
does, to set specific credits and debits against one another, which is invalid. 

(2) ‘‘ These figures, particularly in regard to insurance payments and private 
purchases and sales of securities, are far from comprehensive, and there 
is no reason to believe that those recorded are a representative sample.” 

While the estimates of capital item 6, ‘‘ Net capital payments in respect of life 
assurances "’, have, in the 1950 Statement, been revised, they are now completely 
firm. With regard to private purchases and sales of securities, Ireland is one of 
the few countries which attempts a direct estimation. Admittedly, the inquiry 
extends only to Irish stockbrokers: as such they are complete. In the past the 
balance of these transactions has varied considerably from year to year. In 1950 
it is negligible. Is there any reason to believe that if, on balance, transactions 
through Irish stockbrokers are credit or debit, the same trend does not obtain 
for transactions through external brokers ? In any case ample allowance is made 
for this unknown balance in item g of the official Statement “‘ Other capital 
transactions ” 

‘It is, naturally, impossible to sort out on a technical basis those of the imports 
that represent ‘capital equipment’ brought in for the investment pro- 
gramme from those that represent consumers’ goods.”’ 

A fairly detailed analysis of external trade for the year ended December, 1950, 
was issued in neostyled form by the Office at the beginning of February, in which 
imports are classified into producers’ capital goods ready for use, consumption 
goods, materials for agriculture and materials for industry. Similar data for 
earlier years were published in the “ Irish Statistical Survey, 1948-49 ’ 

(4) “‘ But it is possible to show that the deterioration of the balance of ‘trade has 
not been due to adverse developments outside the Republic.” 

Is it seriously to be contemplated that a small country like Ireland has any 
choice as to the prices it has to pay for imports or that the considerable rise of 
prices during the past twelve months has not had a prodigious effect on the trade 
balance and thereby on the whole economy? The increase in the volume of 
imports in 1950 is demonstrably due in part to iemaiies g, a result of the external 
political situation, and the predilection to consume (instead of saving) is due to 
anticipated further rise in external prices. 

‘It is clear, therefore, that the reason for the Republic’s adverse balance of 
trade in recent years does not lie in an unfavourable turn in the terms 
of trade, but in a phenomenon of volume.” 

This view is also incorrect, as will be clearly seen from the trade analysis 

referred to at (3), which shows in particular that about half of the increase in the 

import excess between 1949 and 1950 was attributable to price increases and about 
half to volume. Actually, the terms of trade (when export prices are corrected for 
seasonality) have declined regularly during the past six months. 

(6) ‘‘ Several questions may be posed here. . . . All these are interesting and 
significant que stions—but the present statistical set-up gives one no hope 
of answering them.” 

Four questions are posed, of which the first three can be answered fairly satis- 
factorily by reference to the Tables of National Income and Expenditure supple- 
mented by the Balance of Payments Statements. 

(7) Professor Duncan (middle of page 48) conceptually classifies the official statistics 

into current transactions in three categories: (i) smuggling, (ii) tourists’ receipts, 

(iii) net current income from external investments, remittances and pensions, 

accompanying each by various expressions of incredulity. There is, of course, a 

long list of quite specific current invisible items to which Professor Duncan does 


(5) 
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not refer. With regard to smuggling, the impossibility of obtaining ‘‘ exact infor- 

mation ’’ is freely admitted. It has been necessary, however, for certain purposes, 

to conjecture the magnitude of the smuggling balance, which is believed to be 
credit to a substantial degree. The Office would have been glad to inform Professor 

Duncan of its conjecture of this item and to have his views on it. 

The special difficulties of estimating tourist expenditure in the case of a country 
in which the number of passenger journeys in and the number of passenger journeys 
out per annum is equal to its total population might have been recognized; further- 
more, that no European country makes greater efforts than Ireland to estimate 
external visitors’ expenditure abroad, through the medium of the Passenger Card 
Inquiry, in respect of which more than 60,000 cards were received on a voluntary 
basis in each year 1949 and 1950. The net figure for 1949, namely, £28 millions, 
may be accepted as accurate to within {2 millions. 

In his comment on “ Net current income from external investments, remittances 
and pensions ’’, as elsewhere in the article, Professor Duncan is content to record 
his scepticism without giving any reasons for it. In particular, the income from 
investments abroad, derived mainly from Revenue Commissioners’ returns, must 
be substantially accurate, since it is based largely on applications for refund of 
tax deducted at source. 

(8) ‘‘ The most remarkable feature of Table III is the magnitude of the total of 
“errors and omissions ’ in the last line, relative to the magnitude of other 
items.”’ 

Far more remarkable is Professor Duncan’s Table III itself, which can be 
described only as a travesty of the official Balance of Payments table. Readers 
of the article, not familiar with the Irish Balance of Payments Statement, would 
never suspect that it was a summary of thirty specific items. Table III is adorned 
in the second line (‘‘ Smuggling balance earned ’’) and in the final column (for 
1950) with a string of “‘ n.a.’’s, and a line de scribed as ‘‘ balance not accounted for, 
or accounted for only by errors and omissions”’ given as £26 millions in 1949. 
One would have expected that, for 1950, Professor Duncan would have done what 

many people do when the annual trade statistics become available at the end of 

January, namely, cast up his own Balance of Payments on current account, and 

he would have found a net debit balance (i.e. a drawing on external assets) for 

1950 of about £30 millions, a figure which was used in the Tables of National 

Income and Expenditure which were published at the end of February and which 

has been confirmed in the published figures, or he could have consulted this Office. 

Professor Duncan’s “ balance” is conceptually very odd. As far as can be ascer- 

tained it consists of the whole of item g (‘‘ Other capital transactions ’’) plus the 

official balance unaccounted for, together with a string of quite specific current 
items on the Statement which, for some mysterious reason, he chooses to regard 
as errors and omissions.’ Since his text shows that his incredulity extends to the 

“adverse trade balance ’’, it is hard to understand why he did not add this also 

to his ‘‘ balance not accounted for, etc.’’. Actually, a large part of item 9 of the 

official Statement is known, and the conjectural element agreed with the financial 
authorities, the whole item being subject to an error of about plus or minus £3 
millions. Yours, etc., 
R. C. GEARY, 
Director, Central Statistics Office. 


" Dublin, 


August, 1951. 
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Appointments and Retirements 


Barclays Bank—Cardiff Head Office: Mr. K. M. Harris, from Advance Dept., to be district 
manager. Banstead: Mr. ]. Mead, from Millbank, to be manager. Essex Rd.: Mr. F. H. Stark, 
from Bethnal Green Rd., to be manager. Finchley, Ballards Lane: Mr. M. F. Taylor, from 
Essex Rd., to be manager. Hendon Central: Mr. S. T. Jackson, from Ballards Lane, to be 
manager. Lee Green: Mr. A. E. Waterland, from Woolwich, to be manager. Millbank: Mr. 
D. R. R. Crump, from Lee Green, to be manager. Stanmore: Mr. D. G. Gibbs, from Head Office, 
to be manager. Hayle: Mr. W. R. Rowe, from Penzance, to be manager. Helston: Mr. J. C. 
Corin, from Hayle, to be manager. Liverpool, Stanley Cattle Market: Mr. A. Brandon to be 
manager. Newbridge and Cross Keys: Mr. E. O. Hughes, from Cross Keys, to be manager. 
Saltash: Mr. J. Wall, from Newquay, to be manager. Shepperton: Mr. E. F. G. Hamilton to 
be manager. Welshpool: Mr. R. J. Howells, from Aldershot, to be manager. Westcliff-on-Sea 
Station Branch): Mr. J. C. L. Henry, from Clacton-on-Sea, to be manager. 

Barclays Bank (D., C. and O.)—Mr. Frederic Seebohm has been appointed a director. 
British Linen Bank—London, West End: Mr. T. McAllan Munro to be manager on retirement 
of Mr. C. M. Stirling. Golspie: Mr. G. McGowan, from Helmsdale, to be manager on retirement 
of Mr. G. W. McHardy. Helmsdale: Mr. R. A. Henderson, from Elgin, to be manager. 

Coutts & Company—The Most Hon. The Marquess of Cambridge, G.C.V.O., has retired from 
the office of director. Mr. John Lindsay Eric Smith has been appointed a director. 

Martins Bank—General board: Sir Wilfrid Martineau, M.C., T.D., M.A., and Mr. P. J. D. 
Toosey, D.S.O., O.B.E., T.D., J.P., have been elected to the general board. Manchester board: 
Mr. R. Cary Reynolds, O.B.E., has been elected to the Manchester board. London, Agency 
section: Mr. A. H. Tooley to be manager of Country Dept. on retirement of Mr. G. L. Day. 
Hyde: Mr. J. F. Robinson to be manager on retirement of Mr. S. B. Hadfield. 

Midland Bank—Head Office : Mr. J. A: Thompson, from Wolverhampton, to be a superinten- 
dent of branches; Brokers’ Loans Dept. and Bill office: Mr. A. C. White, head of this dept., to be 
manager. London—Acton Vale: Mr. H. C. Windsor to be manager; Ealing Broadway: Mr. 
H. E. Pratt, from West Ealing, to be manager on retirement of Mr. F. H. Welch; West Ealing: 
Mr. F. G. Anderson, from Acton Vale, to be manager. Kington: Mr. L. J. Wibberley, from 
Hereford, to be manager in succession to the late Mr. H. G. Thomas. Lye: Mr. S. E. Turner, 
from Reading, to be manager in succession to the late Mr. A. G. Taylor. Manchester, King St.: 
Mr. F. Miller to be manager on retirement of Mr. A. H. Oates. Oakham: Mr. H. T. Lovell, from 
Wisbech, to be manager on retirement of Mr. G. W. Anson. Smethwick, High St.: Mr. N. Flavell, 
from Cambridge, to be manager in succession to the late Mr. G. G. Tidsall. West Bromwich: 
Mr. G. Cook, a superintendent of branches, to be manager on retirement of Mr. A. E. Barker. 
Wisbech: Mr. G. B. Arnold to be manager. 

National Provincial Bank—Mr. R. H. Cutting, D.S.O., M.C., a joint general manager, will 
retire at the end of September. Mr. F. Keighley to be a joint general manager. Mr. H. M. 
Woollam, an assistant general manager, will retire at the end of October. Mr. C. E. James, 
Mr. C. G. Wheatley and Mr. D. E. Spalton to be assistant general managers. Brighton, Trustee 
Branch: Mr. G. A. Robertson, representative, to be manager. Kilburn: Mr. D. S. Kimber, from 
Westminster, to be manager on retirement of Mr. A. R. Hayward. Cardigan: Mr. G. Morris to 
be manager. Liskeard: Mr. C. E. Woodford to be manager. Llandovery: Mr. E. A. Davies, from 
Haverfordwest, to be manager. Raunds: Mr. H. Callender, from Eccleshall, to be manager on 
retirement of Mr. F. M. Lewis. Sandown: Mr. E. Mitchell to be manager. Tamworth: Mr. H. 
Hartley to be manager on retirement of Mr. G. W. Kell. - 

Royal Bank of Scotland—Head Office: Mr. J. D. C. Dick to be chief accountant, and Mr. A. 
Anderson to be secretary, on retirement of Mr. T. Brown. Markinch: Mr. R. MacLennan, from 
Motherwell, to be manager in succession to the late Mr. J. C. Torrance. 

Westminster Bank—Head Office (41 Lothbury, E.C.2): Mr. S. G. Hooper, from Bridgwater, 
to be a controllers’ assistant. Birmingham: Mr. A. N. Lawrenson, from Gt. Hampton St., Bir- 
mingham, to be deputy manager. Bolton: Mr. A. R. Holt, from Birmingham, to be manager on 
retirement of Mr. F. Pinnington. Catford: Mr. C. B. Richardson, from Sidcup, to be manager. 
Epsom: Mr. A. T. Hunting, from Banstead, to be manager on retirement, owing to ill health, 
of Mr. H. W. Lucy, O.B.E., T.D. Finsbury Sqrv.: Mr. S. D. Trustham, from Lloyd’s Building, 
to be manager. Rood Lane: Mr. G. J. Blaker, from Finsbury Sqr., to be manager. St. Mary Axe: 
Mr. D. Robson to be manager; Mr. H. Lindsay, O.B.E., from Temple Bar, to be assistant manager. 
Banstead: Mr. J. T. Whitehouse, from Reigate, to be manager. Biyvmingham, Gt. Hampton St.: 
Mr. W. E. Lloyd, from Wolverhampton, to be manager. Sidcup: Mr. L. F. C. Gardner, from 
Highbury, to be manager. Vauxhall Bridge Rd.: Mr. R. F. Beck, from Kensington (Parr’s), to 
be manager on retirement of Mr. C. Sorrell. Walton, Liverpool and Kirkey, near Liverpool: Mr. 
A. Scarisbrick, T.D., to be manager on retirement of Mr. J. E. Wild. 
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Paid-up Capital ... wi nee ne Cr$ 49.217.600,00 
Reserves ... mes hiea ais oe Cr$ 60.694.449,40 
Deposits ... sid si a. i Cr$ 843.881.018,80 





Total Resources ... Cr$ 1.236.080.280,90 
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Banking Statistics 


National Savings 
(£ millions) 
Savings Savings 
Certi- Defence Savings | Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(met) (net) (net)* Small (net (net) (net)* Small 
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Ordinary Revenue and Expenditure 


Ord Ord. By Ord. 
Exp. Rev. Deficit Quarters: Exp. 
fm. £m. £m. £m. 
ag 872. 25. 1948 I... 1023. 
.8* 927. 327.97 8 613. 
ca 1049. 760. it. 751 
1408. 2458. 3 a 791. 
2074. 2701. 1949 I... 996. 
2819. 2803. ae 754- 
3038. 2749. ESE <: 833. 
3238. 2819. Ee wa 823. 
3284. 2190. 1950 I. 946. 
3341. 569. | oe 725. 
3844. 657. a 778. 
4006. 853. IV ss “Sag. 
3924. 567. s9og% f i. 930. 
3977. 739.9f H:. G2. 
*Allowing for loan expenditure. f Surplus. 


Floating Debt 
Aug. 19, July 28, Aug. 4, Aug. II, Aug. 18, 
1950 I95I 1951 195! I95I 
Ways and Means Advances: £m. {m. £m. £m. 
Bank of England “= = ya — —_ 
Public Departments os 410. 340.5 320. 280.2 
Treasury Bills: 
Tender .. nid a 3140. 3220.0 3220. 220. 
Tap a - “é 1921. 2176.9 2187.! 164. 
Treasury deposit receipts .. 430. 344.5 344. 379.5 
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SKANDINAVISKA 
BANKEN 


offers complete banking service 
for any business with 


SWEDEN 


Central Offices: 
GOTEBORG STOCKHOLM MALMO 


More than 200 branches all over Sweden 


BRITAIN * 


Paid up capital and reserves Kr. 245.000.000 





Zealand has been in the forefront of the Country’s 
land of development. Up-to-date information on every aspect of 
: New Zealand trade is available to those with present or 
Pr ogress projected interests in the Dominion through the complete 
a and unrivalled Banking facilities provided by the Bank’s 
300 Branches and Agencies. 
You are invited to consult the 


BANK OF NEW ZEALAND 


Incorporated with Limited Liability in New Zealand by Act of 
General Assembly, 29th July, 1861 


London Office : Head Office: 


1 Queen Victoria Street,E.C.4 Wellington, New Zealand 
Branches also at Melbourne; Sydney; Suva & Lauteka (Fiji); Apia (Samoa). 
Every type of Banking Business undertaken 


NEW VAS) Ne. {IND Since its establishment 90 years ago, the Bank of New | 


(LATEST QUARTERLY STATEMENTS) 


BANK ADVANCES IN GREAT 





FINLAND 


For all banking transactions: 


Helsingfors Aktiebank 


Main Office : Helsinki—Helsingfors Alexandersg 17 


84 branch offices throughout the country 
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Treasury Deposit Receipts 
Raised Redeemed Outstanding} 
£m. £m. £m. 

1949 Dec. 31* .. i = 260.0 142.5 872. 
1950 March 31 .. a re — 29.5 495 
June 30 .. a ne 140.0 190.0 350. 
sept. jo .. ss oa 55.0 — 505. 
Dec. ae “a a 100.0 139. 525 
1951 Jan. ae ‘s -s = 105. 420. 
Feb. RO «xs Pie a -—- 80. 340 
March 31 .. os os 90.0 146.5 283. 
April 28 .. he ia 130.0 94. 319. 
May xs as x 75.0 75. 319. 
June 30 .. rr ie 50.0 25. 344. 
July ee er a — — 344. 
* Periods ended on last Saturday in each month, except at final month in each quarter. 

+ The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 
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Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 


Net Financed by : Reserves 
Deficit. §$————______________________ at end of 
Years and U.S. and Purchases S. African Change Period 
Quarters Canadian from Gold E.R.P. in 
Credits I.M.F. Loan Reserves 
1946 af as 1123 — + 220 2696 
1947 ia ee 3273 240 — 618 2079 
1948 a ia 352 128 — 223 1856 
1949 : 
[ + re 30 + 56 1912 
II a me 2 30 — 262 1651 
III os - 29 — 225 1425 
IV es or 27 + 263 1688 


Total, 1949 «yj 116 — 168 


1950: 

I ° oe 2 + 296 
II a a + 438 
III ee a — + 334 
IV ee “ss + 544 


Total, 1950 
1951: 
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UNITED 


DOMINIONS TRUST 
LIMITED 


IMPORTANCE OF RISK CAPITAL 


MR. J. GIBSON JARVIE ON THE 


DIVIDEND FREEZE 


HE twenty-ninth annual general meeting 
of United Dominions Trust Ltd. was 
held on August 14 in London. 


Mr. J. Gibson Jarvie, the chairman, in the 
course of his speech, said: In my brief state- 
ment which was circulated with the accounts, 
| referred to the proposed increase in our 
lividend, and it was not my intention to refer 
to it again today. But the amazing speech 
ff the Chancellor of the Exchequer on the 
economi position delivered in the House on 
July 26 has compelled me to revise my views 
and rewrite my speech Let me say right 
away that neither I nor the other members of 
the Board make any apology for recommending 
an increased dividend We believed, and we 
still believe, that the proposed increase 1S 
more than justified and if the Chancellor’s 
statement accurately foreshadows the legisla- 
tion which will follow, it would appear that 
our recommendation has been made oppor- 
tunely in that it will have the effect of placing 
the Company on its pre-war dividend basis o 
174 per cent. The Chancellor of the Ex- 
chequer delivered his Budget speech in \pril, 
but twice since then he has had to come t 
the House and admit that his estimates an 
calculations were wrong: that the general 
position had worsened; and that new estimates 
and new remedies had to be found. He now 
proposes to dividends! It woul 
almost seem that thrift, either by a company 
or an individual, has become a deadly sin if 
not yet a criminal offence. 





freeze 


By freezing dividends the New Issue Market 
will be frozen How does the Chancellor pro- 
pose that trade will find new risk capital ? 
If there is no risk capital there can be no new 
ventures and no new ventures means no 
progress. 


NATIONALISATION A FAILURE 


In the ‘“‘ bad’’ old days, we did get good 
coal at low prices; we exported vast quantities; 
and there was ample labour. Today under 
nationalisation and the ‘ planners’ we are 
woefully short of coal, and the coal we get is 
of bad quality and our exports, comparatively 
Speaking, are negligible. We have actually 
been importing coal. Under nationalisation 
gas and electricity supplies are more costly 


and less reliable. The inefficiency of British 
Transport Services—railways and road—has 
become a joke, but it is a costly and tragic 
joke. The theoretical planner has proved a 
very expensive and useless luxury. 

It is proposed also that company profits 
must be “ reduced.’’ ‘*‘ Reduced profits’ is 
just one more vote-catching cry: the pretence 
that by making things more difficult for or 
further penalising the capitalist, the lot of the 
thriftless will be lightened. Reducing profits 
will not cut down the cost of living of the 
people. If ever there was a time when we 
needed profits, it is now. How is capital to 
be supplied if not at least partly from profits ? 


CAPITAL ISSUES COMMITTEE 

I now turn to the Capital Issues Committee 
vis-a-vis ourselves. As I informed you last 
vear, we had at that time made an application 
for permission to increase our capital In 
their wisdom -the Capital Committee 
refused our application \s we had ample 
funds at our disposal, we made no immediate 
further move, but toward the end of the 
financial year your Board decided to renew 
the application. Again it was refused and 
again without any reason being given. To put 
it quite bluntly, the position is this: our 
application has been judged in our absence 
and a decision has been reached by the Capital 
Committee, or some Government 
Department, without permitting us to answer 
any of the objections or criticisms which they 
may have had to our original application, but 
of which we had no knowledge. And we are 
told there is no appeal! We are judged and 
apparently condemned in our absence. This 
is entirely contrary to a right conception of 
British justice or equity. It is, I think, 
pertinent to bear in mind that for some years 
the Company’s largest shareholder was the 
Bank of England. Our various lines of busi- 
today are definitely calculated to 
strengthen the country’s position, and if the 
Central Institution were justified in supporting 
us in that earlier period of our history unques- 
tionably the Government should approve of 
and encourage us now. 


Issues 


Issues 


ness 


CONDITIONS FOR RECOVERY 

We need a Government which will under- 
stand that freedom is a prime essential in any 
prosperous country and that therefore controls 
of all kinds must be reduced to the absolute 
minimum and discontinued entirely when 
conditions permit. It must govern for the 
nation as a whole and not for any class and 
must recognise the value of thrifty individuals 
and of prosperous companies, and never seek 
popularity by pandering to the thriftless and 
shiftless. We need a Government which will 
be equally strong in facing the enemy at 
home as the enemy abroad reckless of Party 
or personal consequences. Granted such a 
Government, I have faith in the early recovery 
of the country; in the re-establishment of its 
greatness and its influence in international 
affairs. 


The report was adopted. 
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ULSTER BANK LIMITED 


ESTABLISHED 1836 


Affiliated to Westminster Bank Limited. 


Capital Authorised and Subscribed  £3,000,000 


Capital Paid Up - £1,000,000 ) 
> £2,500,000 
Reserve Fund - £1,500,000 , 


COMPLETE BANKING SERVICE 
with Special Departments for the Trans- 
action of Executor and Trustee, Foreign 
Exchange and Income Tax Business 


By means of 111 Branches and 81 Sub Offices throughout Ireland 

and through Agents and Correspondents in all parts of the 

world, the Bank offers a comprehensive service transacting every 
type of Banking business. 


HEAD OFFICE: 


WARING STREET, BELFAST 
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